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DONALD H. ANDREWS 





Mr. Andrews, B. N. Baker Professor of 
Chemistry at Johns Hopkins University, has 
broad interests in science and its place in 
society. He is active in the American 
Academy of Arts and Sciences and the 
American Chemical Society, and is a Fellow 
of The Royal Chemical Society of England. 
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Mr. Sauvain is Professor of Finance at 

Indiana University and currently holds 

the Gerstenberg Professorship in Finance 

at the Graduate School of Business, 

New York University. His most recent book 
Investment Management was published last year. 
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G. C. WIEGAND 





Latin America has long been a subject of 
study for Mr. Wiegand, Professor of Eco- 
nomics at Southern Illinois University. He 
has traveled throughout the South American 
continent and is interested in the in- 
tegration of economic theory and poli- 

icy with general cultural development. 
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Atomic Energy and Our Industrial Future 






Our future is keyed to the processes of pro- 
ducing and utilizing energy; available en- 
ergy makes up a critical economic index. 
The future, seen in an atomic energy perspec- 
tive, might offer the possibility of almost 
unlimited physical wealth, but this would pose 
its own problems and perils. We have reached 
a point in world history where survival de- 
pends upon new standards of human conduct. 







Common Stock Prices in the Sixties 


Public interest in common stocks is probably 
higher than ever before. Investors’ attitudes 
have come full circle from the disillusion- 
ment and distrust of the thirties to the 
confidence and optimism of the sixties. Is 
this optimism justified by the prospects 

for common stocks? The answer can only be 
developed on the basis of long-term trends 

in the economy and in financial markets. 33 


ARTICLE 





The Latin American Powder Keg 


Anti-American riots and nationalization 
of American property make the headlines, but 
the real trouble in Latin America lies in 

grave economic problems and political un- 
certainties. The roots of poverty in this 
potentially rich continent are not in lack 

of land or resources but in the ignorance of 

the masses and the shortsightedness of the 

few, in bad politics and worse economics. 39 









Mr. Gillen and Mr. Hubben are management 
consultants in the Washington office of 
McKinsey and Company. Mr. Gillen is a former 
instructor in economics at Tufts University; 
Mr. Hubben is a former director of the 
Graduate Personnel Administration Pro- 

gram at George Washington University. 

















BUSINESS HORIZONS — FALL, 1960 





Lack of motivation or ambition does not usually 
inhibit management development; but lack 

of opportunity and top management interest 
may do se. The enthusiasm necessary for mold- 
ing a good executive must be constantly en- 
couraged from the top of the company. In the 
tough, slow process of executive development, 
there are critical times when only the most 
influential leadership can save the day. 49 





23 



























Motivating the Boss: The Key to Executive Development 















PAUL S. GREENLAW AND STANFORD S. KIGHT 


Mr. Greenlaw has accepted the position of 
Assistant Professor of Management, College of 
Business Administration, The Pennsylvania 
State University; Mr. Kight is a Professor of 
Management and Director of Management Devel- 
opment at the Drexel Institute of Technology. 


STEPHEN SPIEGELGLAS 


Mr. Spiegelglas is an Assistant Professor 
of Business Administration at Northwestern 
University. He is especially interested 

in the structure of world trade and the 
international flow of commodities. 
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Mr. Kester is a Professor of Finance at the 
University of Colorado. Mr. Wolf is an 
Associate Professor in the same department. 


DANIEL WIT 


As Director of International Studies for the 
Governmental Affairs Institute, Mr. Wit re- 
cently supervised studies of labor conditions 
abroad. From 1956 to 1958, he was an adviser 
to the Thai government. He is the author of 
Comparative Political Institutions and 
numerous articles on international problems. 













The Human Factor in Business Games 


Business gaming (decision simulation) is in- 
creasing in popularity as a tool for manage- 
ment development. Currently, emphasis is 
placed upon analysis of economic-quantitative 
data; relatively little attention is given to 
personal forces at work. To get full value 
from gaming, more emphasis should center 
on the dynamics of decision-making and 

the interpersonal skills of the players. 55 

















The Prospects for U.S. Exports to the Common Market 


The European Common Market adds a new dimen- 
sion to United States’ trade with Europe. ! 
What are the prospects for American firms 

concerned with retaining or improving their j 
share in the Common Market area? For many 
producers, the Common Market is a challenge 
to remain competitive in design, quality, i 
costs, and prices with foreign industry. 62 






















Pension Funds: Creator of Labor Obsolescence? 


Private pensions funds cover about one of 
every four persons in the civilian labor 
force. Already a potent factor, the funds are 
likely to have greater effects on our society 

in the future. How will they affect our 
economy—and the labor force? These are 
questions that must be answered before the 
problems become bigger than the benefits. 70 
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Personnel Problems Facing Firms in Southeast Asia 





' 
' 
There are lessons in Southeast Asia for 
every business firm interested in under- | 
developed economies. Ultimate success or 

failure in industrialization depends upon | 
the extent to which the foreign society’s man- 

power resources can be effectively utilized 

in a modern business setting. This requires 

a skillful blend of Western business tra- 

dition with Asian cultural requirements. 77 
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PRACTICAL PROBLEMS 


ALTHOUGH there are many advan- 
tages to the use of electronic data- 
processing, the introduction of an 
electronic computer into an or- 
ganization also presents some im- 
portant problems. The computer 
does not automatically solve 
problems—it is only a tool that 
can be used to solve problems if 
someone can devise a way to use 
this tool to solve the problems. 
And before a company can solve 
the original problems for which it 
obtained the computer, it must 
solve the problems created by the 
computer itself. 

The data-processing system of 
an organization is of almost un- 
imaginable complexity. The in- 
troduction of a computer usually 
involves widespread changes in 
this complex system. Moreover, 
the data-processing system is in- 
extricably interrelated with the 
entire organization, so that 
changes in the data-processing 
system may have an extreme im- 
pact upon the performance of the 
organization. 


Indeed, the potential benefits 
of the use of the computer may be 
directly proportional to the dis- 
turbance that its introduction 
creates, for the use of the com- 
puter should open new possibili- 
ties not attainable with less 


technological horizons 


OF INTRODUCING A COMPUTER 

















by E. W. Martin, Jr. 















powerful processing capabilities. 
A computer that introduces no 
problems is not likely to produce 
significant results. 









HUMAN PROBLEMS 






The electronic computer is ex- 
pected to take over jobs or por- 
tions of jobs that were previously 
performed by human _ beings. 
Historically, this process of re- 
placement of man by machines 
has created widespread sociologi- 
cal and economic problems. The 
introduction of the first automatic 
looms in England brought about 
vast unemployment; mechaniza- 
tion in the coal mining industry 
has profoundly affected both the 
worker and the economics of the 
industry; and mechanization o 
the American farm is vastly in- 
creasing the productivity of the 


























Mr. Martin is Associate Professor 0 
Business Administration and Research 
Consultant, School of Business, Indiaw 
University. This article is based on 4 
chapter from his forthcoming book, 
be published by Richard D. Irwin, IW 















The Editors of Business Horizons belies 
that the practical problems of compute 
installation are often neglected and thé. 
therefore, Mr. Martin’s discussion is mos 
useful. “Technological Horizons” replact! 
—in this issue—“Profiles of the Future. = 
which ordinarily appears on this page. 
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DATA:phone 


A NEW TELEPHONE SERVICE 
FOR THE NEW ELECTRONIC ERA 


Bell System’s Data-Phone service enables modern business 
machines to “talk’’ to each other over regular telephone lines 


More and more businesses are using complex 
computers and other electronic machines to proc- 
ess current facts and figures. 


Where plants, warehouses, branches or offices 
are located in different cities and states, there is 
increasing need for a quick, economical way to 
transmit payroll, inventory, billing and other data 
from place to place. 

This is especially true where the policy is to- 
ward decentralization of various activities. 

In serving this communication need, the Bell 
System has come up with a new and extremely 
flexible method called DATA-PHONE service. 

The great advantage is that business data goes 
over the same telephone lines you use for tele- 
phone conversations. 

The new service uses Data-Phone sets to link 
customers’ business machines—handling paper 
tape, magnetic tape or punched cards—to regu- 
lar telephone lines. This machine-furnished data 
can be handled over telephone lines at speeds up 
to 1200 bits per second. 

The customer pays for each Data-Phone call 


just like a Long Distance call for any period he 
wants. 


BELL TELEPHONE 


Tus, in addition to our teletypewriter service, 
designed for low-speed operations, and our leased- 
line offerings allowing literally any speeds, we 
can now offer the added flexibility of our vast 
Long Distance telephone network for data 
transmission. 


In providing the communication lines and 
Data-Phones, the Bell System is working right 
along with manufacturers who are developing the 
business machines to complete the service. 


It all adds up to an interesting and exciting 
opportunity to render a new data communications 
service for our business customers. 


A GREAT FUTURE 


It is not improbable, within the next decade, 
that the amount of communication between 


electronic business machines in different 
cities will be as large as telephone communi- 
cation between people. 
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farm worker, but at the same time 
destroying the traditional “fam- 
ily” farming operations. 

Although they are aware of the 
many problems associated with 
automation, most American labor 
leaders are welcoming the oppor- 
tunities afforded by automation 
rather than trying to turn back 
the clock. For example, when 
Philip Murray was president of 
the cio, he said: 

“I do not know of a single solitary in- 
stance where a great technological gain 
has taken place in the United States of 
America that has actually thrown people 
out of work. I do not know of it, I am not 
aware of it, because the industrial revolu- 
tion that has taken place in the United 
States in the past 25 years has brought into 
the employment field an additional 20 


million people.” 


And Walter Reuther, in testi- 
mony before a congressional sub- 
committee as president of the 
c1o, said: 

“First of all, we fully realize that the 
potential benefits of automation are great, 
if properly handled. If only a fraction of 
what technologists promise for the future 
is true, within a very few years automation 
can and should make possible a 4-day 
workweek, longer vacation periods, oppor- 
tunities for earlier retirement, as well as a 
vast increase in our material standards of 
living. 

“At the same time, automation can bring 
freedom from the monotonous drudgery 
of many jobs in which the worker today is 
no more than a servant of the machine. It 
can free workers from routine, repetitious 
tasks which the new machines can be 
taught to do, and can give to the workers 
who toil at those tasks the opportunity of 
developing higher skills.”* 


Despite the attitude expressed 
in the above quotations, the use 
of the electronic computer has 


‘As quoted in statement by Robert 
C. Tait, Automation and Technological 
Change, Hearings before the Subcom- 
mittee on Economic Stabilization of the 
Joint Committee on the Economic Re- 
port, Pursuant to Sec. 5 (a) of Public 
Law 304, 79th Cong.; 84th Cong., Ist 
sess. (Washington: U.S. Gov't Printing 
Office, 1955), pp. 204-5. 


*Statement by Walter P. Reuther, 
Automation and Technological Change, 


p. 101. 


Distribution of Releases from Division 


Transferred to other jobs within the division 72 


Transferred to jobs in other divisions 


Retired 


Resigned (14 marriages, 2 jobs in another 
company, 2 moved to other areas) 


Total 


15 
] 


18 18 
9 97 106 


SOURCE: AUTOMATION AND TECHNOLOGICAL CHANGE, Hearings before the Subcommittee on Economic 
Stabilization of the Joint Committee on the Economic Report, Pursuant to Sec. 5 (a) of Public Law 
304, 79th Cong.; 84th Cong., Ist sess. (Washington: U.S. Gov’t Printing Office, 1955), p. 296. 


presented problems to organized 
labor. Wallace Webber, presi- 
dent of Local 889 of the United 
Auto Workers, a white-collar lo- 
cal that represents office workers 
in Chrysler auto plants, has 
stated: 


“Three years ago Local 889 had 5,000 
members. Now we have 4,000, and the 
loss mostly is due to the inroads of auto- 
mation in offices. 

“ _.. In the long run, this [the increas- 
ing use of computers] may eliminate half 
our jobs.”* 


Actually, relatively few office 
workers are unionized, and there 
have been remarkably few in- 
stances in which union action has 
affected the use of electronic com- 
puters. The major difficulties 
have arisen in circumstances in 
which contract seniority provi- 
sions have made it difficult to 
move the most capable people 
into systems analysis and pro- 
gramming work. In one isolated 
instance, unexpected labor nego- 
tiation difficulties appear to have 
significantly delayed the conver- 
sion of some applications to a 
computer installed by a large rail- 
road. 


A study of the effect of the in- 
stallation of a Univac at a large 
insurance company was made by 
the United States Department of 
Labor.* Of the 198 persons for- 
merly required to carry out the 


3 “Office Automation Hits vaw,” Busi- 
ness Week (April 9, 1960), p. 58. 
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function taken over by the com- 
puter, only 85 were expected to 
remain after the computer was 
completely installed. The follow- 
ing table shows what happened 
to the 106 persons who had been 
displaced at the time of the study. 


Of course, the replacement of 
jobs is only the negative part of 
the story—new jobs are also cre- 
ated. The Department of Labor 
study indicated that the insur- 
ance company involved required 
twenty new jobs associated with 
the actual operation of the com- 
puter, as well as nine new jobs in 
systems and procedures work. 
Although the total number of jobs 
in the affected section was drasti- 
cally reduced, the total effect in- 
cluded considerable upgrading- 
the average salary of the 85 re- 
maining employees was $4,200 
per year in contrast to the previ- 
ous average salary in the section 
of $3,700 per year. The major ef- 
fect of this computer was to allow 
a reduction of 92 women’s jobs 
paying from $250 to $283 per 
month ($3,000 to $3,400 per 
year), while the total number of 
men employed in the section ac- 
tually increased. 

The impact of computers upon 


4K. G. Van Auken, Jr., “The Introduc- 
tion of an Electronic Computer in a Large 
Insurance Company.” Printed as a0 
appendix to the statement of James P. 
Mitchell, Secretary of Labor, in Automa 
tion and Technological Change. 




















LPIy PF 


Factory-produced bridge beams ™® 





W 
... speed completion of bridges in nN 
days instead of months aye 


+ / 
uy \ 


AMERICAN - MARIETTA 


Prestressed Concrete Bridge Beams 








American-Marietta prestressed concrete bridge are delivered by truck directly to the construction 
beams save time and taxpayers’ money by enabling site. There is no waiting for concrete to cure—no 
on-the-job placement in hours or days compared to form work or shoring to remove. 
the weeks and months usually required for “poured- ; , 
The construction of hundreds of highway and rail- 
in-place”’ construction. : 
road bridges using American- Marietta prestressed 
Produced under factory-controlled conditions in concrete beams is proof of their durability, economy 


lengths up to 100 feet and more, A-M bridge beams and low-cost maintenance. 















The startling dimensions of America’s economic growth and expanding 
markets have been projected in a special report, ““The Years Ahead: 1960 To 
1975.”" The significant conclusions of this professional study have far-reaching 
implications for every thoughtful executive. You are invited to send for a copy. 
Address Department YA, American-Marietta Company, Chicago 11, Illinois. 





PAINTS + PRINTING INKS + DYES + RESINS + ADHESIVES 
CHEMICALS + SEALANTS + METALLURGICAL PRODUCTS 
ENVIRONMENTAL TEST EQUIPMENT + HOUSEHOLD PRODUCTS 
CONSTRUCTION MATERIALS + LIME + REFRACTORIES + CEMENT 










American-Marietta 


Progress through Research Company 


Chicago 11, Illinois 


BUSINESS HORIZONS — FALL, 1960 





clerical workers has been greatest 
in the large “paper-work” organi- 
zations such as insurance and cer- 
tain government agencies in 
which very high-volume special- 
ized operations are involved. For 
example, in early 1956, the Treas- 
ury Department installed an 1M 
705 for centralized reconciliation 
and payment of all U.S. govern- 
ment checks.° This single instal- 
lation reduced the personnel 
requirements in the sections af- 
fected from 755 to 270, and also 
allowed the Federal Reserve 
Banks a reduction of an addi- 
tional 400 employees. 


On the other hand, the com- 
puters in use in manufacturing 
organizations for general data- 
processing work have not 
achieved such spectacular reduc- 
tions in clerical forces. Their ma- 
jor effect has been the production 
of hitherto unavailable informa- 
tion rather than the replacement 
of clerks. 

The other effect of the intro- 
duction of computers is the crea- 
tion of an entire new class of jobs. 
This is a significant effect—in 
March, 1958, the U.S. govern- 
ment alone had requirements 
(partially unfilled) for about 
4,300 positions created by the 
computer, and it was estimated 
that by 1961 the federal govern- 
ment alone would require over 
12,000 people to work with com- 
puters.° 

What effect does the computer 
have upon the individual office 
workers in an organization? Al- 
though there is not too much spe- 


Data-Processing 
Sub- 
committee on Census and Government 
Statistics of the Committee on Post Office 
and Civil Service, House of Rep., 86th 
Cong., Ist (Washington: U.S. 
Gov't Printing Office, 1959), Appendix A, 
pp. 34-46. 


5Use of Electronic 


Equipment, Hearing before the 


sess. 


6 Use of Electronic Data-Processing 
Equipment, Appendix C, Exhibit 6, p. 94. 





cific information available on this 
subject, most of the workers re- 
placed by electronic data- 
processing machines are probably 
performing work requiring mini- 
mum skills, and consequently are 
drawing minimum pay. These po- 
sitions are usually filled by young 
women who plan to work a few 
years before marriage. Because 
of the high demand for this type 
of worker, the rapid turnover in- 
volved, and the relative ease with 
which such workers can be trans- 
ferred to other unskilled jobs 
within the company, very few 
difficulties have arisen in this 
area. The use of an electronic 
data-processing machine has sel- 
dom, if ever, caused any of these 
workers to be fired or laid off—the 
problem can usually be solved 
merely by slowing down the rate 
of hiring and replacement. 
However, older workers who 
have achieved a certain amount 
of seniority and who are rela- 
tively less flexible may occasion- 
ally cause some problems. Wesley 
S. Bagby, Controller of the Pa- 
cific Mutual Life Insurance Com- 
pany, which has installed a Uni- 
vac for a consolidated functions 
approach to insurance data- 
processing, has divided the per- 
sonnel whose jobs have been 
eliminated into three classes: 


“The largest class includes relatively 
unskilled junior personnel in clerical jobs 
of a repetitive nature—filing, sorting, re- 
cording, and performing other tasks where 
only a bare minimum of insurance knowl- 
edge is required. The second class con- 
sists of personnel with more experience, 
and many with years of seniority, who are 
in relatively routine jobs which require 
slightly more knowledge of insurance. 
Jobs .of this class do not require original 
thinking, nor judgment beyond that neces- 
sary to identify an exception to usual rou- 
tines which must be passed along to higher 
authority for action. The third class is 
composed of more highly skilled people 
engaged in supervisory and senior staff 
work. Their duties are primarily in the 
judgment area, and they require a more 
advanced knowledge of insurance. 
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“In analyzing the eventual relocation of 
these employees, we believe that the large 
group of juniors will create few problems. 
A growing insurance company always has 
a great number of jobs requiring little 
skill or knowledge, and turnover is heavi- 
est here. . . . 

“We also believe that there will be no 
major problem in satisfactorily relocating 
the skilled senior people whose work is in 
the judgment area. These people are flex. 
ible, experienced, and easily adaptable to 
new situations, and it is expected that 
there will be ample demand for their 
capabilities elsewhere in the organization, 

“Our more troublesome personnel dis- 
locations will occur in the middle group, 
described as experienced employees per- 
forming routine jobs not in the judgment 
area. These people are somewhat inflex- 
ible, and there are fewer job openings in 
comparable job levels for persons with 
their qualifications.” 



















MORALE PROBLEMS 






Despite everything that can be 
done to reduce its impact upon 
the individual, the introduction 
of an electronic computer into an 
organization will affect the jobs 
of some of the workers. And hu- 
man nature being what it is, the 
psychological effects of introduc- 
ing a computer may injure the 
morale of many people who will 
not actually be otherwise affected 
by the machine. 

When rumors that manage- 
ment is considering the use of a 
“giant brain” in the office begin 
to spread, there is likely to be an 
accompanying fear among cleri- 
cal workers concerning job se- 
curity. In addition, there is a nat- 
ural tendency to resent and fear 
any changes that may occur in the 
job itself (quite apart from the 
fear of actual unemployment). 
People do not like change, espe- 
cially when they are faced with 





























7 Wesley S. Bagby, “The Human Side 
of Electronics,” Proceedings of the Set 
ond Annual AMA Electronic Conference 
February 27-29, 1956 (Special Repot 
No. 9, “Pioneering in Electronic Dat 
Processing”; New York: American Mat 
agement Association, 1956). 
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the possibility of changes caused 
by something as mysterious as a 
“giant brain.” 

One of the most critical factors 
affecting the success or failure of 
an electronic data-processing sys- 
tem is the attitude of employees 
throughout the organization 
toward the machine. The ma- 
chines are totally dependent 
upon humans for the provision of 
accurate input at the proper time, 
as well as for the planning and 
designing of adequate programs. 
Resentment by employees during 
the systems design and analysis 
stage of the installation, which 
might cause them to withhold or 
falsify information concerning 
the job to be done, can vastly in- 
crease the difficulties involved. 
After the machine is installed, 
production schedules can be com- 
pletely disrupted by tardy data, 
and the machine procedures can 
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be badly snarled by a relatively 
low proportion of erroneous or 
missing data. 

Experience so far has indicated 
that, with proper planning, both 
the employee dislocation and the 
morale problems can be satisfac- 
torily solved. This, of course, re- 
quires that management be con- 
cerned with the effects of the 
machine upon the employees, 
and that it devote some thought 
to the retraining, selection, and 
communications problems __in- 
volved. Most of the dislocation 
problems can be solved if man- 
agement sincerely believes that 
the company employees are 
among its most valuable re- 
sources and is therefore actively 
concerned with employee wel- 
fare. Under such conditions, the 
psychological problems are min- 
imized and can usually be taken 
care of by a properly planned and 


Why the nation’s largest generating unit 
was built in Indiana! 


The headlines at left tell the story. Everywhere you look in 
Indiana, more and more electricity is being used. And to keep 
up with this constantly increasing demand, I &M has built the 
largest single generating unit in the nation. 

This unit is in I&M’s new Breed Plant, located near Terre 
Haute. It is capable of generating more than 475,000 kilowatts 


of electricity. 


nually ... 
electrically. 


ahead of the need. 





Why such a big unit? 1&M’s more than 300,000 customers 
use a lot of electricity. Many new industries and businesses 
have located in the I&M service area recently. Present com- 
mercial and industrial customers are constantly expanding. 
Farms are automating, schools are electrifying. Residential 
customers are now using an average of almost 5,300 kw an- 
and more than 7,000 of them now heat their homes 


I&M is ready now to provide electricity in abundance, at 4 
low cost. This is our job, and we pledge to continue to keep 


INDIANA &MICHIGAN 


ELECTRIC 


‘ i 
AMERICAN ELECTRIC (AEF) POWER SYSTEM 






General Offices: Fort Wayne, Indiana 
Division Offices in Fort Wayne, Marion and South Bend, Indiana 





timed employee educational pro- 
gram. 

Company policy will to a large 
extent determine the effects that 
the use of an electronic data- 
processing machine will have on 
employees. This company policy 
toward employees, as well as the 
over-all pattern of labor relations, 
should be determined long be- 
fore a computer is_ installed. 
When the use of a computer is 
first seriously considered, and be- 
fore rumors have a chance to 
start, both the policy and the ef- 
fects of the machine should be 
explained to all the employees 
who may be affected. 






















THE ORGANIZATION 





An organization should be de- 
signed to meet the requirements 
of the job to be done. Under 
manual methods, those parts of 
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Lake Central's Board of Directors has also taken an option on 10 
additional Prop-jet Convairs from General Motor’s Allison Division— 
a move which promises continued improvement in passenger service 
for years to come. 


When these 350-m.p.h. airliners enter service, Lake Central will 
offer its passengers the fastest scheduled local airline service in 
America. 


The line’s passengers will travel in planes which are far quieter, more 
vibration-free and more comfortable than any piston-powered air- 
liners serving any other local carrier. 


And they'll ride in fully pressurized, completely air-conditioned 52- 
passenger aircraft that will get them to their local destinations far 
sooner, far more rested and relaxed than ever before. 


An airline is as good as its service to passengers—and Lake Central 
is making certain its service is the best. 


"Eee See ee a SS 


W 


LAKE CENTRAL AIRLINES 


WEIR COOK AIRPORT, INDIANAPOLIS 44, INDIANA 
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the organization devoted to data- 
processing are organized in con- 
formance with the capabilities 
and limitations of humans. The 
tasks to be accomplished are 
broken down into simple steps so 
that the processing is accom- 
plished by passing quantities of 
work from one specialized section 
to another. Because of the poor 
accuracy of human processing, 
elaborate systems of control and 
duplication of efforts are built up 
to insure accurate results. To a 
large extent, the organizational 
structure is dictated by the prob- 
lems associated with supervising 
groups of people. 


Thus, data-processing has tra- 
ditionally been a decentralized 
operation. A portion of the work 
of each department within an or- 
ganization is concerned with 


data-processing. Certain areas 
such as production may do rela- 
tively little data-processing, while 
other areas such as payroll are 


almost concerned 


with it. 


exclusively 


When an electronic computer 
is used, a large part of the data- 
processing work must be removed 
from its previous organizational 
location and centralized for ma- 
chine processing. One of the ma- 
jor advantages of an electronic 
data-processing machine is the in- 
tegration of this work into a 
single system, thereby avoiding 
the duplication and wasted effort 
inherent in a manual system. 
Therefore, it is often necessary 
to make widespread organiza- 
tional changes in order to use 
electronic data-processing ma- 
chines effectively. The work of 
certain sections of the organiza- 
tion may be completely taken 
over by the machine, while other 
sections must be reorganized to 
parallel the changed functions of 
the group. 


One of the most common com- 


plaints of management concern- 
ing the use of computers is that 
management has not been able 
to achieve the savings that were 
anticipated. The company has 
not been able to replace the num- 
bers of people that it had ex- 
pected to replace. This condition 
is partially attributable to the dif- 
ficulties associated with modify- 
ing an organizational structure 
that has evolved through years 
of experience, in the process be- 
coming so entrenched as to be 
almost unassailable. Any change 
in organization involves matters 
of individual prestige among the 
management of the affected 
areas. Some influential managers 
may violently oppose the trim- 
ming of their clerical forces, ig- 
noring the fact that work no 
longer exists. Furthermore, each 
individual worker may perform 
many different clerical opera- 
tions, some of which cannot 
readily be accomplished by a 
machine. For example, at present, 
a computer cannot talk to a cus- 
tomer, answer the telephone, 
type a letter, or expedite an order. 
When a relatively small portion 
of the entire job is taken over 
by a computer, the worker af- 
fected may find himself busy 
eight hours a day doing that part 
of the job which is left—and be 
supported in this position by his 
supervisor. 


The more effective the utili- 
zation of the electronic data- 
processing system the greater the 
effect is likely to be on the organ- 
ization as a whole. Machines have 
still not exhibited their full im- 
pact on organizational structures 
because truly integrated data- 
processing systems have not yet 
been developed. However, as 
more powerful machines are pro- 
duced and as we learn more and 
more about utilizing their capa- 
bilities, the machines will be in- 
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tegrated more thoroughly into 
the data-processing structure of 
the organization. They will be. 
come operating tools rather than 
mere record-keeping systems. 


No one knows what the organ- 
izational implications of the data- 
processing systems of the future 
will be. However, experience 
indicates that it is absolutely nec- 
essary that management under. 
stand the organizational prob- 
lems involved and that it be 
willing and able to make the re- 
quired changes. This is another 
reason why the use of a computer 
should be a top management con- 
sideration: Without the support 
of top management, the organ- 
izational changes required to ef- 
fectively utilize a computer can- 
not be made. 


Location of Computer 


At present, most data-processing 
centers are located in the finance 
area under the controller or chief 
accountant. Among the reasons 
for this location are: (1) the first 
interest in using computers in 
the organization usually arises 
among people in this area;* (2 
this is the traditional location 
of the punched card data 
processing installation; and (3 
many of the most easily mechan- 
ized data-processing applications 
occur in the accounting area. 


It appears likely, however, that 
the greatest potential for the use 
of computers lies outside the tra- 
ditional accounting area. Because 
of the difficulties associated with 
crossing departmental lines and 
the natural tendency of em 
ployees to be interested primarily 
in the areas of direct concern t0 
their boss, the location of a data- 
processing center in the finance 
area may tend to limit the utili 
zation of the equipment. Unless 
the accounting concept can be 








Mister, meet 
your wife! 


¥ HE works 58 hours a week. Walks 9 miles a 
om day. Serves over 4000 individual meals a 
vear—more nutritious meals than your mother 
cooked. She spends more of your money than 
you do—and wisely. The multitude of tasks 
she performs daily—the uncountable problems 
she solves each week—are living expressions 


of her love for vou. 


As a typical American woman, your wife devotes 
more thought, time and energy to achieve a 
better life for her family, at home and in your 


community, than any other woman in the world. 


The products and services she buys for you must 
meet her standards as the world’s wisest and 
most prudent shopper. America’s successful 
companies learned long ago that your wife, in 
her role of American homemaker, quickly 
rejects inferiority...always looks for something 
better. And when she discovers that something 
better for her family...nothing will stop her 


from getting it for you. 


The success of S&H Green Stamps is a typical 
example of this desire for better living. Today 
24,800,000 women, shopping for half the families 
in the United States, save S&H Green Stamps. 
Perhaps your wife is one of them. If so, you’ve 
probably noticed how much she loves the 


ittle “luxuries” they add to your home. 


Her respect for S@H Green Stamps is a very 
natural thing. For in their small, but happy way, 
they reward her thrifty nature and help her do 
her most important job— making a better 


home for her family. 


An American Way of Thrift 
for 24,800,000 Families... 


SeH GREEN STAMPS 


DISTRIBUTED SINCE 1896 BY THE SPERRY AND HUTCHINSON COMPANY 
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broadened to include the proc- 
essing of all types of data, it 
appears desirable that the data- 
processing center be organized as 
a major staff function to service 
the entire organization. In this 
way, organizational barriers to 
company-wide integration of 
data-processing can be avoided. 


Actually, the location of the 
data-processing center within the 
organization may be crucial to 
the success of the computer. Or 
to put it another way, if the com- 
puter is limited by its organiza- 
tional location to a piecemeal 
approach to data-processing, it is 
not likely to achieve outstanding 
results. 


Decentralized Management 


One of the major factors motivat- 
ing decentralized management 
has been the communication and 
data-processing bottlenecks that 
traditionally have hindered cen- 
tralized management in making 
the required decisions at the 
proper time. The solution has 
been to decentralize the decision 
function to the lowest possible 
place in the organization. How- 
ever, the use of the computer, 
combined with the technique of 
management by exception, may 
break the bottleneck of time and 
information and thus remove 
some of the basic motivation for 
decentralization. The use of com- 
puters may reverse the trend 
toward decentralization of man- 
agement by making it less 
necessary. 


The use of a large electronic 
computer undoubtedly requires 
a high volume of repetitious proc- 
essing. Thus, in many organiza- 
tions, it is necessary to centralize 
data-processing in order to ob- 
tain the necessary to 
make such equipment economi- 
cally feasible. The question then 


volume 


arises: Can we centralize data- 
processing and still maintain de- 
centralization of management? 


In the first place, the impor- 
tance of this question may be 
reduced by the use of smaller 
computers that can process infor- 
mation almost as efficiently as the 
large machines without requir- 
ing such large volume. Second, 
there are two facets to decen- 
tralization. One facet is con- 
cerned with geographical de- 
centralization—the location of 
facilities at widely scattered 
geographical points. The second 
aspect is the decentralization of 
management authority and re- 
sponsibility, which is independ- 
ent of actual geographical loca- 
tion. Modern communications 
advances have significantly re- 
duced the time and distance 
problems involved in the com- 
munication of information. Thus, 
it is possible to centralize data- 
processing in a geographically 
decentralized organization and it 
should make little difference to 
a manager whether his data- 
processing is done by a computer 
in the next room or by a comput- 
er thousands of miles away. It 
should be noted, however, that 
the cost of the required commun- 
ications facilities may be an im- 
portant part of the total cost of 
data-processing. 


Indeed, there are some who 
profess to envision  data- 
processing with a centralized 
computer as a powerful influence 
for strengthening decentralized 
management, because the use of 
a centralized data-processing sys- 
tem to assist top management in 
the evaluation and control of de- 
centralized management may 
eliminate one of the major draw- 
backs of decentralization. 


Serious difficulties may have 
to be overcome in order to cen- 
tralize the processing of the in- 
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formation that individual decen- 
tralized managers are using for 
decision-making and control pur- 
poses. Because of the very great 
problems of systems analysis and 
programming, as well as the set- 
up time involved in changing a 
machine from one application to 
another, a large-scale data- 
processing system requires not 
only high volume but also con- 
siderable uniformity in the pro- 
cedures employed. 


If a manager is given the 
authority and responsibility to 
make operating decisions, it is 
only logical that he be given the 
authority to determine the infor- 
mation that he will use in his 
decision-making process and how 
this information will be processed 
and presented. Each manager 
should have the right to specify 
the particular reports that he re- 
quires without regard to the re- 
quirements or desires of others. 
On the other hand, if each man- 
ager were to be furnished his 
own special reports, the central- 
ized data-processing installation 
would be faced with almost un- 
solvable systems analysis, pro- 
gramming, and scheduling prob- 
lems. 


INSTALLATION 
PROBLEMS 


The over-all process of deciding 
to acquire an electronic data- 
processing machine, preparing 
for its arrival, and converting 
data-processing operations to the 
machine involves a tremendous 
amount of time, money, and plan- 
ning, as well as a continuous 
stream of assorted emergencies. 


The Decision to Buy 


The first step in the over-all proc 
ess is that of deciding whethet 
or not a computer should be ac- 
quired. Many approaches to this 
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this 


problem have been devised and 
tested, but unfortunately none of 
them has proved outstandingly 
successful. They range from the 
situation where the president of 
a company orders the machine 
because it is the popular thing 
to do to the situation where com- 
plete systems studies are carried 
out involving several years and 
tens of thousands of man-hours. 


The approach usually recom- 
mended involves the formation 
of a small guidance committee 
composed of experienced middle- 
level management men. This 
committee should be _ supple- 
mented by a working committee 
composed of representatives 
from each of the major areas that 
might be affected by the installa- 
tion of electronic data-processing 
equipment. Both of these com- 
mittees should be composed of 
the best possible personnel who 
must be released from most of 
their other responsibilities in 
order to conduct the study. 


The members of these com- 
mittees must first learn about the 
computer and its use. They can 
do this by going to executive 
schools provided by the various 
equipment manufacturers (pre- 
ferably sampling schools from 
several different manufactur- 
ers), visiting companies that 
have installed such equipment, 
and reading the available litera- 
ture on the subject. This educa- 
tional phase usually requires a 
minimum of two months. Then 
the guidance committee should 
specify the major areas in which 
it seems probable that the elec- 
tronic data-processing machine 
could be profitably utilized. The 
working committee should make 
a thorough study of each of these 
areas to determine how the job 
is presently being done, where 
the input information arises, 
what files are involved, what re- 
sults must be obtained and the 


approximate costs, as well as the 
volumes (both average and max- 
imum ) and time factors involved. 
After obtaining an understanding 
of what is being done, an attempt 
should be made to determine 
what results actually should be 
accomplished. 


The next step is to decide ten- 
tatively upon the types of proc- 
essing equipment that can be 
considered, and then to devise 
procedures for handling the se- 
lected applications on each of 
these types of equipment. Time 
and cost estimates must then be 
prepared for each type of equip- 
ment. At this point, the guidance 
committee should be in a position 
to recommend that the company 
either order a specific type of 
equipment or continue to use the 
present tools. The above proce- 
dure usually requires from four 
months to a year. 


Reputable and_ experienced 
consultants can be employed dur- 
ing this process to provide guid- 
ance in the selection of per- 
sonnel, the applications that 
should be considered, the pro- 
cedures used in evaluation, and 
so forth. The consultants can con- 
tribute a wider experience with 
the pitfalls to be avoided in this 
process, but they should not be 
depen ‘ed upon to make the de- 
cision. If an organization does not 
have the talent required to make 
such a decision, it is not likely to 
have the talent necessary to 
utilize a computer effectively. If 
a computer is to be installed, the 
success of the installation will 
depend upon the experience and 
knowledge gained in the feasibil- 
ity study, so company personnel 
should gain this experience. 
Furthermore, it is almost im- 
possible for outsiders to learn 
enough about the organization 
to adequately analyze its data- 
processing system. 

It should be pointed out that 


even though the group may de- 
cide not to acquire a computer, 
the study usually results in 
enough improvements to more 
than repay the organization for 
the cost of making the survey. 
Data-processing procedures can 
become so amazingly inefficient; 
yet because of restricted view- 
points, no one in the company 
may realize that such a situation 
exists. In fact, many of the ad- 
vantages that have been attained 
through the use of electronic 
data-processing machines ac- 
tually may have been due to pro- 
cedures simplification that could 
have been accomplished without 
the use of the machines at all. 
When evaluating the results of 
a computer survey, care should 
be taken to ascertain whether the 
advantages involved would result 
from the use of the equipment or 
from systems changes that could 
be made without installing addi- 


tional equipment. 


If, as a result of the study, a 
computer is placed on order, the 
manufacturer will usually quote 
a delivery date between one and 
two years from the date of the 
order. Although this seems at 
first glance to be an unreasonably 
long time to wait, the machine 
may well arrive before adequate 
preparations have been com- 
pleted for its use. 


One of the first problems to be 
faced is that of selecting and 
training a staff of systems ana- 
lysts and programmers. Most of 
these highly skilled people must 
be obtained from within the or- 
ganization and trained in schools 
conducted by the equipment 
manufacturer. The word 
“trained” is used rather loosely 
here—the manufacturers’ schools 
provide only a_ kindergarten 
training. Most of the program- 
mer’s competence will be ac- 
quired by experience, so it is wise 
to expect a relatively low-quality 
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product from these people for 
several months after they are 
“trained.” 


Before the machine arrives, a 
number of programs should be 
ready for operation so that the 
machine can be put to productive 
use as soon as possible. Most com- 
puter manufacturers provide fa- 
cilities for checking out programs 
on an identical machine before 
a new machine is installed. This 
time can also be used to convince 
personnel that the machine will 
actually work, and to familiarize 
machine operators with the de- 
tails of operation of the machine 
console. 


Physical Problems 


One of the problems that has 
caused many headaches has been 
that of providing the physical 
environment required by the 
machines. Although most new 
machines are transistorized, it is 
usually necessary to provide a 
source of well-regulated and 
disturbance-free along 
with space in which temperature, 
humidity, and dust are carefully 
controlled. The floors of the 
building have to be 
support the 
weight of the various units, and 


power, 


may 
strengthened _ to 


channels may be required under 
the floor in which to run the ca- 
bles connecting the components 
together. A machine room layout 
must be devised that will fit the 
various components of equip- 
ment into an arrangement that 
will allow efficient operation of 
the machine, and which will pro- 
vide an esthetically pleasing view 
of the visitors 
(ranging all the way from high- 


equipment to 


school classes and employees’ 


families to delegations of vice- 
presidents), while at the same 
time not exceeding the restric- 
tions of the machine manufac- 
turer concerning cable lengths. 
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Thus, substantial modifications 
to the building may be required 
in order to install a computer. 
Although one might think that 
these preparations could be 
easily completed in the one to 
two years available, actually it is 
frequently a nip-and-tuck battle 
to complete the physical prepara- 
tions before the arrival of the 
machine; occasionally installa- 
tions are significantly delayed 
because remodeling is behind 
schedule. 


Conversion Problems 


Before any major processing can 
start, it is often necessary to con- 
vert large files of information 
from written or punched card 
records onto magnetic tape. The 
difficulties that can be involved 
in this conversion are almost un- 
believable to the uninitiated. An 
incredible amount of inaccuracy 
and lack of uniformity can exist 


More Sales Volume? 


in a punched card file. Manual 
files will be incomplete, inaccu- 
rate, inconsistent, and will have 
many unexpected and unex- 
plained deviations from their 
supposed format. The job of plac- 
ing these files in a form in which 
they can be successfully machine 
processed often involves thou- 
sands of man-hours and hundreds 
of machine-hours for its comple- 
tion. File conversion and “purifi- 
cation” are reported to have cost 
a large insurance company 
around $12 million.” 


The process 
an application to 


of converting 
the data- 
processing machine usually in- 
volves running the application in 
parallel; that is, processing in the 
normal way and through the use 


(Continued on page 84) 
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The WESTWARD HO, in 
Arizona’s fabulous Val- 
ley of the Sun, is a lux- 
ury hotel with resort 
atmosphere, yet within 
a few blocks of mid- 
town Phoenix. 







@ Five hundred rooms and 
1 patio suites, each with free 
p TV and radio 

@ New Thunderbird Room 
e 


seats 1500, has ground level 
doors for autos and large dis 
plays Projection room and 
fully equipped stage. 


: E @ Phoenix is easily reached 

cast ra. . 
“a a a ~ § by Southern Pacific and 
Santa Fe railways: TWA, American, Western, 


Fronticr and Bonanza airlines 








@ Entire building air conditioned by retrigeration 





Open year around Spec ial off-season rates 








@ Scenic center of Southwest: Grand Canyon, Old 
Mexico, other thrilling side trips 

@ Complete convention services. Write, wire or 
— our sales de partment tor convention planning 
it. Phone ALpine 4-2181—Teletype PX-287. 





MEETING ROOM SEATS 
Thunderbird Room 1500 
Turquoise Room 500 
Council Room 400 






Coloniai Room 175 





Kachina Lounge 125 

Saratoga Room 100 

Six other smaller rooms accommodating 15 to 30 
people each. 

















Also under same ownership and management! 
The GUNTER, San Antonio, Texas 
LA CONCHA, San Juan, 
Puerto Rico 
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Reader and Editor 


THE PROFESSOR EXALTED 


To Tue Eprrors: 


I had a glimpse of professorial paradise recently 
at a time-honored university in Europe. The 
scene contrasted sharply with our university 
tradition of the professor, the low man on the 
academic totem pole, who, if he achieves status, 
earns it outside of the classroom. In the U.S., 
the professor is a sometime thing. Alternately 
praised and damned by the press, the adminis- 
tration, and the student personnel deans, the 
professor is expected to be all things to many 
men—the expert, feeder of the young, the clini- 
cian, the sympathetic ear, architect of personal 
integrity, and the good old guy. 

The university where I had this glimpse of 
paradise was founded in the early 1200's and 
has over the centuries acquired a formidable 
reputation in many fields of arts and science. 
The presence now of the motor scooter, jazz, 
and elegantly groomed young men and women 
has diminished neither the status of the pro- 
fessor nor the students’ respect for him. The pro- 
fessor today still walks in the path of his brilliant 
colleagues of the Renaissance. 

My assignment was a six-week lecture course, 
complete with cases, provisions for group dis- 
cussion, study plan, and so forth. The materials 
had all been translated. I was provided with a 
folder showing the seating arrangement, clari- 
fied with passport-size photographs of the stu- 
dents, their names, and academic degrees. Armed 
with my notes, the translation, and the folder, 
I reported the first day to the assigned building 
and room. What followed was, for a while, my 
great joy. 

The room was on the first floor, a simple climb 
up one flight of stairs. Somehow, the director 
of the department, the translator, the course 
assistant, and the departmental secretary had 
been alerted to my arrival. As I approached the 
numbered door, it swung open and I was wel- 
comed. The room, one of a suite of four, was 
the secretarial office and study. To its left was 
a small conference room; to the right, a library 
and a lecture hall. The lecture hall could be en- 
tered only by going out from the secretarial office 
and down the corridor. 


The conference room, furnished with soft 
brown leather sofas and chairs, was placed at my 
disposal for study. I would stay there before 
each lecture until a discreet knock and, “Pro- 
fessor, are you ready?” summoned me. My escort 
was invariably the director, the translator, and 
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the course assistant. I would lead this group in 
single file out, down the corridor, and into the 
lecture hall. The procession never varied. 

What did vary was the time of the knock and 
the softly spoken question. The academic quarter 
hour (technically a free period during which 
the students would assemble after the scheduled 
time) often wasn’t used, or only in part. It took 
me a while to get the hang of it. When the class 
period approached, I would lay wagers with my- 
self on the timing of the knock. There was, I 
found, a consistent pattern of variation from day 
to day. I was always ready for the summons. 

On the first day, after the formal introductions, 
we filed out, down to the lecture hall. Our heels 
rang on the marble floor. We approached the 
door which swung open smoothly at a clean 90- 
degree angle. Holding the knob on the other side 
was a uniformed attendant. As I stepped over 
the threshold I could see the group seated. When 
my foot touched the floor, they arose to a man to 
greet me. It was that way every day. 

I marched down the room, crossed the front, 
and stood behind the central chair. My file of 
custodians distributed themselves on either side 
of me. Then I sat, only to rise again quickly— 
the group was still standing. I invited them to 
sit, again took my chair, and we all sat. Since I 
frequently rise, stride, and sit again during a 
lecture, the director had to keep the group firmly 
anchored as I went through my “exercises.” I 
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did know enough, however, to be seated at the 
end of the lecture, when I would indicate that 
the lecture was finished simply by gathering my 
notes and class chart to me. Then when I arose, 
the class sprang to its feet and remained standing 
as | marched out accompanied by my file of 
three. As we neared the door it would always fly 
open and there would be my attendant. Then 
down the hall, another opening door and the 
smiling secretary. Into the conference room (this 
time the course assistant went ahead to work the 
knob) and a short review of the hour would be- 
gin, complete with very courteous questions, 
comments, and criticisms. 

The attendant—I thought of him as my attend- 
ant—has no counterpart in our universities; there 
is no parallel classification. It was he who, on 
the first day, signaled my arrival so that the door 
opened as I was about to knock on it. He learned 
to identify my step on the marble floor as I made 
my way to the lecture hall, and it was he who 
opened the door discreetly and promptly at the 
end of the hour to inform me, by a nod and a 
smile, that I was to vacate the room. On the first 
day when this happened, I looked up question- 
ingly as the attendant’s head appeared. The di- 
rector leaned across to me and whispered the 
message of the opening door. 

The message was to the point: “The class is 
over.” In his role the attendant was supreme. He 
claimed the room promptly and supervised its 
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preparation for the next session. His power was 
absolute; no one would dare to argue his right, 
nor would he have yielded a fraction of it. He 
was the watcher at the gate, the crier, defender 
of the citadel, and, in his own way, first official 
greeter. 


All, so far, was honey and balm for the pro- 
fessional dignity. Here was high regard for both 
the person and status of the professor—and I 
believe my contributions upheld a great tradi- 
tion. But something was lacking. Or to phrase it 
another way: A situation was present that ham- 
pered my expectations as a professor. I began 
to perceive what it was when, during the second 
week of lectures, I removed my jacket in the 
classroom. The sun, even with the blinds drawn, 
had made the room uncomfortably warm. The 
windows were tightly closed because the di- 
rector had a terror of drafts. I invited my stu- 
dents to remove their jackets too, but not one 
was shed. I recalled other little events: the def- 
erence at the hotel, in the dining room, and in 
getting into and out of private cars. (Let me say 
there was considerable speculation as to my age. 
How could one so young be a professor? I was 
47% at the time, and looked, I believe, 48). I 
suddenly realized what the condition was. It 
fitted all the patterns. 


It was isolation, isolation on the lonely pedestal 
of professorship. The dignity and respect was 
wonderful to experience but disturbing. A sound- 
ing board was lacking; there was no feedback 
to the reality about me. Who would gainsay the 
professor—especially in class session? Who would 
intrude on his privacy? Not only was I a pro- 
fessor, but an American one to boot. 


I realized that my graduate students at home 
had, in their own way, taught me to expect dis- 
cussion, feedback of ideas, rational discussion, 
permitting us to explore and examine the multi- 
ple facets of our subject. If at times the discussion 
assumed the character of toe-to-toe in-fighting, 
so much the better. The conflict was noisy, clear, 
and cleansing. Cogent points of view were de- 
veloped. 


The isolation broke at the end of the second 
week. I was sitting at an outdoor café late one 
afternoon. Three of the students strolled by. I 
knew they had seen me since they paused in 
indecision. And I knew the question: “May we 
intrude on the professor?” I hailed them, inviting 
them to join me, and stood to welcome them. 
At first our conversation was stiff and mannered. 
My knowledge of their language was imperfect, 
and theirs of mine. But the questions came, new 
points of view were expressed, criticisms and 
comments were voiced. 


The deluge began. It assumed a pattern: mid- 
morning at a coffee house, late afternoon at an 
appointed café, and an occasional lunch and 
dinner. Additions were soon added to the group 
of three. We talked and argued in the fine tra- 
dition of the townspeople. Each now had his 
sounding board. 


Still, at the university every day I headed the 
file. My attendant opened the door. I had the 
courtesy of a standing welcome. My invitation 
was given to the group to sit. Then—after the 
kindly class-end warning—my ceremonial exit. 
Our off-campus discussions certainly were known 
to the director; the course assistant could not 
have escaped that knowledge. Professional dig- 
nity and status intact, I now had both the honor 
and the pleasure of my rank and work. 


ARTHUR L. SVENSON 


Professor of Management, 
Graduate School of Business 
New York University 

New York City 


THE FARM PROBLEM 


To Tue Eprrors: 


As we move into another decade with the “great 
farm problem” still very much with us—and 
apparently no closer to solution than it ever 
was—it seems to me that some of the deeper 
implications are being little noticed. All of us, 
business leaders perhaps most of all, may be 
overlooking some of the problem’s most serious 
portents. 


Since Business Horizons has shown, at times in 
the past, the foresight to give space to articles 
concerned with the farm problem, I would like 
to add some ideas of my own. Your readers may 
not agree with all of them, but if they stimulate 
some thought on our current attitudes toward 
agriculture they will serve their purpose. 


First of all, we have to decide how we are 
going to view American agriculture in the 1960's. 
Do we regard it as a romanticized “way of life” 
to be supported by both the market and the 
United States Treasury? Or is it a business, not 
essentially different from other businesses that 
must pay their own way? Three decades of farm 
policy tinkering have proved a fiasco. “Our six 
billion dollar failure” is the way economist Edwin 
L. Dale, Jr. of the New York Times expresses 
it. The farm problem persists. The government 
is entangled, politically and economically, in a 
huge industry. How did the government get 
there? What are the broader implications of its 
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being there? How will the government get out— 
if ever? 

To those who believe the problem is strictly 
a farm problem, I would counter with John 
Donne's “. . . never send to know for whom the 
bell tolls; it tolls for thee.” What has happened 
to agriculture could happen to any industry if 
the forces of supply and demand are continuously 
disrupted and government decision supersedes 
private initiative. For example, the utility indus- 
try has already seen federal production of elec- 
tricity rise to 24 per cent of the national total 
and creep ever higher. The larger and ultimate 
question, then, for every industry and all Ameri- 
cans is: Shall we have intervention or free enter- 
prise and, ultimately, socialism or capitalism? 

Farm technology is breath-taking, and farm 
productivity, despite curbs, has literally ex- 
ploded. Still, agriculture is treated—perhaps mal- 
treated is a better word—as a “sick” industry and 
is subjected to a long succession of frankly ex- 
perimental “doctors” and treatments; it is little 
wonder that the patient suffers on and on. 

A technological revolution has overtaken the 
American farm, and the stereotype of the un- 
businesslike “dirt” farmer is being erased, slowly 
but surely, by the inexorable march of tech- 
nology and economics in a still capitalistic 
society. Today’s farmer is a specialist working 
a mechanized farm with large capital needs. 
Here and there, large corporate farms are 
emerging on the American landscape. Quite 
possibly, farming may go “big business.” Some 
farmer's son or grandson may even be the Henry 
Ford of the soil in the next millenium, only forty 
years distant. | 

Part of the tragedy of modern farm inter- 
vention stems from man’s efforts to repeal 
nature’s laws, to substitute bureaucratic rule for 
the market place—to set prices below the market 
price and decree, vainly, that there shall be no 
shortages and to set prices above the market 
price and assert, again vainly, that there shall 
be no surpluses. So under the banner of farm 
policy and armed with legislative authority, 
court orders, administrative directives, and no 
little courage or smugness, the interventionists 
commandeer the market place and “adjust” farm 
prices and ultimately, the farm itself. Politics 
enters in the form of the farm bloc. Pressure 
groups pull this way and that. One intervention 
fails, and a new one is tacked on. The jerry- 
built edifice wobbles anew—so still more inter- 
vention. 

A generation of “farm policy” adds up to the 
hopeless tinkering, fantastic losses, planned 
chaos, a lost war against nature’s laws. The 
battles have been over man’s laws: the Fordney- 


McCumber Tariff, the McNary-Haugen bills, 
the Farm Marketing Board, the Smoot-Hawley 
Tariff, the Aaa, soil conservation, the ever-normal 
granary, the Food-Stamp Plan, 90 per cent of 
parity, the Brannan Plan, flexible parity, the 
Soil Bank, and overseas surplus disposal. These 
man-made laws have snares. Tens of thousands 
of American farmers run afoul of the farm laws 
every year. In 1954, for example, 14,000 wheat 
violations were prosecuted. Although the govern- 
ment collects millions of dollars in fines, so wide 
a disrespect for the law suggests that the fault 
lies in the legislation—legislation that is clearly 
in conflict with human nature, much as was 
Prohibition, which converted the nation to bath- 
tub gin, speakeasies, and mass lawbreaking. An 
Indian mission school in Montana raised enough 
wheat to take care of its children’s needs. Its 
allotment was twenty-eight acres; it raised sixty- 
five acres. A monastery in Georgia, given too 
small a wheat allotment to provide for its mem- 
bers, defied controls and planted what it needed. 


The irony is that the farmer to be saved wasn’t 
saved; since the New Deal, one of every three 
farmers has quit. The exodus from farming, in 
a sense a triumph of efficiency over intervention, 
continues to the present day. 


There is, of course, a simple if unpolitical 
answer: return the troubled subsidized sector of 
agriculture (about 15 commodities ) to free mar- 
kets as expeditiously as possible—to match the 
untroubled, nonsubsidized sector of agriculture 
(about 238 commodities ). Some of my ideas have 
appeared elsewhere, so it is not my purpose to 
fully present them with these comments. What I 
hope to accomplish is to suggest that the panaceas, 
false starts, and contradictory measures of the last 
thirty years have failed dismally because they 
were misguided steps in the wrong direction. A 
new approach—a free market approach—based 
on a complete reappraisal of the problem is 
needed and needed right now. Unless we get a 
new approach, those who think their own inter- 
ests, in different sectors of the economy, are im- 
mune to the farmer’s troubles may rue the day 
they blithely decided the farm problem was 
somebody else’s business. 


Wiutu1AM H. PETERSON 
17 Rotary Drive 
Summit, New Jersey 


Eprror’s Nore: Mr. Peterson's views are ex- 
pressed more fully in his book The Great Farm 
Problem, published in 1959 by the Henry Reg- 
nery Company, Chicago. Mr. Peterson is a faculty 
member in the Graduate School of Administration, 
New York University. 
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ATOMIC ENERGY and Our Industrial Future 


DonaALbp H. ANDREWS 


O MAKE predictions about science and its 
TT impact on society, we must view our sci- 
entific and social facts in perspective. We 
must look for guidelines to the pattern of the 
future. In science, two of the most significant 
of these guidelines are energy and entropy, the 
basic variables of thermodynamics. Their in- 
creasing use is a key to our world of tomorrow. 

Let us take a look first at energy. In chem- 
istry, every reaction is influenced by energy. 
In biology, the science of life processes, en- 
ergy is fundamental because every act of 
growth and decay absorbs or releases energy. 
Both geologic and cosmic processes involve 
energy. Since change is the essence of human 
life, the human energy factor is also funda- 


Mr. Andrews is B. N. Baker Professor of Chemistry at 
The Johns Hopkins University. 
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mental. Internally, we need a daily supply of 
gross energy provided by starches and fats to 
keep our biological fires burning; we also 
need energy in special forms applied at spe- 
cific points in the life process—the hormones, 
vitamins, and enzymes that direct our bio- 
chemical changes in minutely specific ways. 
Externally, we need clothes to conserve the 
flow of energy outward from our bodies and 
houses to act as energy shields. 

Almost every phase of our economic life de- 
pends on energy. Raw materials are extracted 
from the earth by applied energy. Agricultural 
products utilize the energy of the sun. Both are 
transported by energy used to overcome fric- 
tion and inertia. After reaching the factory, 
these raw materials are manufactured into 
useful articles by energy. This energy may be 
applied at knife edges where it is concentrated 
in a thin line, or under hammers and rollers, or 
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in a thousand other ways, mechanical, electri- 
cal, thermal, and chemical. But it is always 
energy that produces the desired change of 
shape or texture, and thus it is easy to see why 
the total amount of energy available to a par- 
ticular social group is an index of its economic 
potential. 

The economic importance of energy has 
been recognized for well over a century; but it 
is only within the last decade that we have be- 
come aware of the equal importance of en- 
ergy s thermodynamic partner, the factor we 
call entropy. The word entropy, in contrast 
with energy, is not used in familiar speech. 
Even in scientific writing, the significance of 
entropy has been slow in becoming clear and 
generally understood. Of course, in the rather 
limited area of thermodynamics that deals 
with equilibrium involving absorption of heat, 
the meaning of entropy can be precisely de- 
fined mathematically in terms of calories and 
temperature; but this has led to a negative 
emphasis where an increase of entropy is 
vaguely called an increase in disorder. A 
clearer picture of the meaning of entropy is 
provided by the expansion of a gas into a 
vacuum, a process that results in an increase 
in entropy. Once a gas has expanded into a 
larger volume, it will not return by, itself to 
its original volume—a process that would cre- 
ate again the vacuum into which it originally 
flowed. “Nature abhors a vacuum” is the way 
they used to put it. After a cubic inch of air at 
the pressure of one atmosphere expands to fill 
a space of two cubic inches, one would have 
to wait a long time to observe the air spon- 
taneously shrinking to its original volume of 
one cubic inch and leaving one cubic inch of 
vacuum. The time required would be a period 
of years so great that, to write out the number 
of these years with a typewriter, one would 
need enough paper to cover the entire surface 
of the earth just to set down all the digits. In 
other words, it is highly improbable that a gas 
will contract spontaneously and produce a 
vacuum. 

Although this probability aspect of entropy 
is important and impressive, it still does not 
rank in importance with the related concept 








of integrated order. This is the extended con- 
cept of order that is being developed today 
in some of the interdisciplinary fields such as 
cybernetics and information theory. This idea 
of order is illustrated by the familiar saying 
that one cannot unscramble an egg. From the 
point of view of cybernetics, we go beyond the 
pure number that measures the increase in dis- 
order and examine the interlocking patterns 
of order that were destroyed in the scrambling. 
The original egg is a highly ordered system 
made up of thousands of different kinds of 
biochemical molecules and megamolecules, 
each with its own aspect of order, each a dy- 
namic morphological identity, each exhibiting 
a variety of internal form, all combined in a 
precise and intricate mutual ordering. The 
application of heat in the process of cooking 
destroys this almost unimaginably complex 
and beautiful vital pattern of form and re- 
duces it to a much lower inanimate level of 
order, still fit for participating as food in the 
growth of another biological species, but no 
longer having the capacity for initiating 
growth in the particular living form that it 
represented in its original ovular state. Ther- 
modynamically, the entropy of the egg has 
increased on scrambling, a change in a single 
parameter; cybernetically, the dynamic form 
of the egg has altered, resulting in untold mil- 
lions of shifts in the atomic patterns that 
contain the essence of the life of the egg. And 
it is these alterations that determine whether 
the egg will become a chick or an omelet. 

As a pattern of energy directed toward po- 
tential growth, the egg typifies an aspect not 
only of dynamic biological form but also of 
dynamic energy patterns, both social and eco- 
nomic. In the same perspective, to find a 
measure of social potential, we must look not 
only to the total amount of energy available 
for industrial production and other useful ap- 
plications, but we must also take into account 
the organization of the channels through 
which this energy flows. Machines to make 
machines can be far more important than ma- 
chines to make goods. Communication net- 
works for the control of machines can render 

a few machines far more productive than the 














ATOMIC ENERGY AND OUR INDUSTRIAL FUTURE 


many that are not interconnected in a con- 
trolled pattern. Therefore, if we are to try to 
evaluate the significance of science and tech- 
nology for the growth or destruction of world 
society, we have to examine not only the factor 
that is a measure of the total energy available, 
but also the entropic or cybernetic factor asso- 
ciated with the dynamic pattern in which this 
energy is applied. It is in this perspective that 
we now examine the twin factors of energy 
and entropy. 


THE TOTAL ENERGY FACTOR 


One of the most significant measures of tech- 
nological maturity in an economic society is 
the total energy parameter or power level. 
Roughly speaking, this is the measure of the 
rate at which energy is applied to supplement 
the familiar use of human muscle to perform 
work. In a qualitative way, one can say that 
the world power level stayed fairly constant 
from about 1000 B.C. to about 1800 A.D., the 
date when the development of steam power 
initiated an increase in applied energy that has 
progressed at an exponential rate up until our 
own time. Over the two or three thousand 
years preceding the nineteenth century, hu- 
man muscle was aided only by the muscles of 
draft animals and by a comparatively few 
water wheels and windmills; but the nine- 
teenth century and the first half of the twen- 
tieth witnessed the phenomenal growth of 
machines to convert the latent energy of coal 
and petroleum into directed energy to supple- 
ment human muscle and implement manufac- 
ture. Mankind’s development of energy has 
been like the progress of a marching army; for 
twenty or thirty centuries, this army moved 
forward on an almost level plain, then, in 1800 
A.D., began to climb a slope that has become 
increasingly steeper; today we are at an alti- 
tude perhaps 10,000 times higher than the 
plain on which our ancestors lived for so many 
centuries. 


In attempting a true quantitative measure- 
ment of this change, there are many pitfalls. A 
choice must be made between the rate of en- 
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ergy use, the power for society as a whole, or 
the power per individual person. In other 
words, the growth of population over this 
period is a significant factor. How fuel is used 
to warm the structures in which human beings 
dwell or work must also be considered. How 
is the significance of coal or petroleum taken 
from the earth by mechanical means replacing 
the human effort of the preceding centuries 
to be evaluated? An army of scientifically 
trained economic historians would be required 
to achieve anything like a quantitative an- 
alysis of the energy picture over the centuries. 
As far as I know, such a task has never been 
carried out to the point where true quantita- 
tive conclusions could be drawn. But despite 
the inadequacy of the facts and of the analysis, 
the change in the energy picture over the last 
hundred and fifty years has been so tremen- 
dous that its extrapolation into the future does 
have significance. In gross terms, we can take 
the level of energy application prior to 1800 
at the figure of a million horsepower; it seems 
fair to say that in the last hundred and fifty 
years, the level of productive power in the 
world has jumped from this million horse- 
power to well over a billion horsepower. If 
the average working day had shortened in the 
same ratio that power has increased, we would 
each be working only a few seconds per day. 

Extending this rate of growth into the fu- 
ture, where will we be fifty years from now? 
Keeping in mind all the ambiguities, it seems 
reasonably safe to conclude that, plotted log- 
arithmically, this power curve would have the 
familiar S-shape so characteristic of biological 
and economic growth. In other words, follow- 
ing the first applications of steam power in the 
early nineteenth century, there was a period 
of incubation where the rate of growth in- 
creased rapidly. Sometime between 1850 and 
1900, the growth rate became linear on a log- 
arithmic scale; and between 1900 and 1960, 
the change in the rate of growth has not been 
as rapid, so that the top of the S begins to level 
out again. 

To predict the future shape of this curve, 
we must consider in more detail the potential 
sources of power. In the past, the major part 
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of our power has come from coal and petro- 
leum supplemented by water power and a few 
other kinds of energy. If no new major source 
of power were developed in the next fifty 
years, what would be the power picture for the 
world? One measure of the world power re- 
serves can be expressed in terms of the horse- 
power year. A typical motor on a household 
appliance such as a stirring device may be 
perhaps a tenth-horsepower in size. Ten of 
these motors running together constitute a 
horsepower, or the continuing capacity for 
doing work. If these motors run continuously 
for a year, then they have consumed a 
horsepower-year of energy that has been 
turned into productive work. It is estimated 
that the total coal and oil reserves of the earth 
may be a few trillion horsepower-years. By 
itself, this number means very little; but it be- 
comes more significant when, if we include 
power used for heating, we find that today’s 
power consumption is on the order of ten bil- 
lion horsepower at any given time. Even if the 
rate of growth for the consumption of horse- 
power slackens off somewhat in the next two 
or three decades (and this is questionable ), 
there is a chance that the increasing use of 
power will expend our coal and oil reserves in 
fifty to a hundred years. 


One important factor in estimating the re- 
maining useful life of our power reserves is 
the possibility, through improved technology, 
of employing types of fuel that, at present, are 
impractical. For example, it is expensive to 
extract oil from a large part of the oil shale 
found in many parts of the world. Improved 
technology may make available reserves that 
at present are uneconomical to utilize. This, 
again, illustrates how difficult it is to arrive at 
a quantitative picture; nevertheless, the trends 
are such that we can feel concerned about the 
power available to our grandchildren unless 
some new source of power is discovered. 


Atomic Power 


This brings us to the question of atomic power. 
It was a shock to the majority of scientists and 
engineers to learn that the power of the atom 








could be released on a large scale when they 
read of the first atomic explosion at Alamo- 
gordo, New Mexico in July, 1945. A brief re- 
view of scientific attitudes during the last fifty 
years toward the possibilities of atomic energy 
helps to give a perspective on today’s attitudes 
toward the use of atomic energy in the next 
fifty years. Until the beginning of the twen- 
tieth century, there was no reason to believe 
that there were great reserves of power in 
atoms. The first clues to the possible presence 
of atomic energy, which came from the dis- 
covery of radioactivity in 1896, were a sur- 
prise. This discovery was followed soon after 
by Einstein’s discovery of the equivalence of 
mass and energy, which pointed toward the 
presence of unimaginably vast power locked 
within atoms. But as our knowledge of atomic 
structure increased over the three decades 
following these initial discoveries, most sci- 
entists were convinced that it would never be 
possible for human beings to tap this source of 
energy even though its existence was undeni- 
able. These doubting Thomases had valid 
reasons to support their views. The outlining 
of atomic architecture, largely accomplished 
by the work of Rutherford and Bohr, made it 
plain that the mass and therefore the gross en- 
ergy of the atom were contained in an almost 
infinitesimal pin point of matter called the 
nucleus, located at the center of the atom. For 
example, if an atom of hydrogen were en- 
larged so that it was roughly a hundred yards 
in diameter—large enough to contain a foot- 
ball field—this speck of matter, the atomic 
nucleus, would still be only about the size of 
an ordinary pinhead located at the middle of 
the fifty-yard line. Since this nucleus not only 
contains the mass and energy but also the posi- 
tive electrical charge, and since this charge is 
condensed in such a small volume, it becomes 
practically impossible to bring any of the other 
familiar forms of matter close enough to this 
nucleus to affect it in any way that might re- 
lease power. Two nuclei, each with positive 
charges, begin to repel each other so intensely 
when they come within distances of the order 
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of magnitude of their own diameters that they 
have to be propelled with energy correspond- 
ing to millions of degrees of temperature in 
order to get them close enough together to 
affect one another. Since energy concentration 
of this magnitude is normally not available 
here on earth, certainly not available on any 
large scale, the problem of releasing atomic 
energy at first sight looked hopeless. 


The first promise of a method for breaking 
up the nucleus appeared with the discovery of 
the neutron by Sir James Chadwick in 1932. 
Because of their electrical charges, neither 
electrons nor protons nor other nuclei can be 
brought sufficiently close together to bring 
about large-scale nuclear changes under or- 
dinary conditions. But the particle called the 
neutron has no electrical charge and, there- 
fore, can approach and actually enter the 
atomic nucleus without difficulty. If nuclei 
were packed fairly close together, and if large 
supplies of neutrons were available, then it 
seemed clear that neutrons could be used 
to produce large-scale nuclear changes. 
Normally, however, with atoms under usual 
conditions, the nuclei are as far apart as pin 
points on adjacent football fields. If a man 
stood blindfolded at the top of the grandstand 
with a peashooter and tried to hit a pin point 
at the center of the field, he would be under- 
taking a problem in target practice consider- 
ably less difficult than the scientist trying to 
direct a neutron at the nucleus of an atom. In 
other words, the probability of achieving 
many successful hits in such a process ap- 
peared to be small. In view of this, a number 
of the most competent men in nuclear science 
felt that it would never be possible to release 
atomic energy on a large scale. In a paper 
published as late as 1937, Lord Rutherford 
stated that the outlook for gaining useful en- 
ergy by artificial processes of transformation 
did not look promising. Professor Ernest O. 
Lawrence stated in 1938, “. . . we are aware 
of no greater prospect of destroying nuclear 
matter for power purposes than of cooling the 
ocean to freezing temperatures and extracting 
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the heat for profitable work.” '( The ocean con- 
stitutes a great reservoir of energy, but be- 
cause of the limitations of the second law of 
thermodynamics, we conclude that it is impos- 
sible ever to use this energy for useful work. ) 


Fortunately, there were a few scientists who 
took a more hopeful view. Leo Szilard, as early 
as 1934, applied for a British patent for the 
use of neutrons to produce power. In 1937, a 
group of scientists from The Johns Hopkins 
University participated in discussions with 
Admiral Hooper, the Chief of Research for the 
United States Navy, and it was agreed that the 
outlook for releasing energy on a large scale 
from the atomic nucleus was promising 
enough that the armed forces should provide 
funds to support atomic research. Unfortu- 
nately, the persons in charge of the disburse- 
ment of funds were not at first convinced. But 
after the crucial experimental evidence for 
nuclear fission and arguments from numbers 
of scientists, the Manhattan project was or- 
ganized, and the first atomic explosion was 
achieved at Alamogordo in 1945. 


The first atomic bombs, with their uncon- 
trolled explosive power, were soon followed 
by atomic reactors that produced controlled 
useful power from the atom. This power, in 
essence, is derived from the energy in the nu- 
clei of atoms of uranium or related elements. 
The question is whether this uranium energy 
can contribute a significant factor to the world 
power picture. Within the limitations of ac- 
curacy of the estimates already discussed, the 
uranium reserves have about the same stored 
power as the coal and oil reserves, a few tril- 
lion horsepower years. If we accept the figures 
for the growth of world consumption of 
power, a reasonably efficient use of uranium 
reserves along the lines indicated by current 
technology sets the date for the exhaustion of 
world power between 2000 A.D. and 2050 A.D. 
In other words, uranium does not significantly 
affect the over-all power outlook. 


1Ermest O. Lawrence, “Atoms, New and Old,” in 
George A. Baitsell (ed.), Science in Progress, Vol. 1 (New 
Haven: Yale University Press, 1939), p. 18. 
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When we turn from constructive to destruc- 
tive power, however, the picture is somewhat 
different. Before 1945, the largest practical 
bombs had the potential power of a few tons 
of a conventional chemical explosive like TNT. 
After 1945, it was possible to make atomic 
bombs of uranium or related metals that 
weighed only a few hundred pounds but had 
the explosive power of 20,000 tons of tNr—a 
fact that completely revolutionized military 
strategy. But even this was only a small be- 
ginning, for in the early 1950's atomic bombs 
were superseded by the so-called hydrogen 
or thermonuclear bombs, whose power is 
quoted in terms of megatons, or millions of 
tons of rnt. Thus, while a two-ton bomb pow- 
ered with chemical explosives actually weighs 
two tons and requires transportation by air- 
plane of two tons of mass from an airfield to 
the bombing site, an atomic bomb weighing 
only a few hundred pounds will produce as 
much destruction as 10,000 two-ton bombs. In 
a similar way, a thermonuclear bomb might 
weigh only a few hundred pounds and yet pro- 
duce the same destruction as a million of the 
familiar chemically powered two-ton bombs. 


From the information that has been made 
public, there appears to be no upper limit to 
the size of the thermonuclear bomb except 
that of the actual mass which must be trans- 
ported. If there were an airplane or rocket 
capable of carrying a thermonuclear bomb 
that actually weighed only ten tons, this single 
bomb might have the destructive power of 50 
million blockbusters or normal chemical 
bombs. Of course, this energy would be re- 
leased at a single place; and we do not have 
enough information yet about explosions of 
this magnitude to say how far the significant 
destructive force of the shock wave would 
extend. However, to discuss the simultaneous 
release of 50 million blockbusters is to deal 
with destructive power that becomes a total 
threat to any society which does not dwell 
in caves. Moreover, it is not only the threat of 
a destructive shock wave, but the threat of 
radioactive fall-out that makes this picture so 
distressing. Whether the world’s present total 








supply of thermonuclear bombs is sufficient to 
exterminate the entire population of the earth 
is an unanswerable question. There is evi- 
dence, however, that the point of develop- 
ment has almost been reached at which the 
human race can completely destroy itself in 
one tremendous explosion; and the possible 
effect of radioactive fall-out on genetics and 
the future health of the race must be taken 
into account. 


Nuclear Developments 


This brief review indicates the future sig- 
nificance of the nuclear factor as seen from the 
perspective of today’s knowledge. Since our 
uranium reserves are apparently of the same 
magnitude as our coal and petroleum reserves, 
they do not provide an answer to the world’s 
future economic power problems. The de- 
velopment of nuclear power as a military 
weapon may be near the point where it can 
cause total destruction of life on earth. If there 
were no further major developments in nu- 
clear technology, these facts alone would be 
sufficient to make us consider seriously the 
relationship between science and world se- 
curity during the next fifty years. A brief 
glance at the past, however, convinces us that 
science does not stand still and that there is a 
chance of even more revolutionary develop- 
ment in the nuclear field in the near future. 
In view of the threat from our present nuclear 
technology, what are the possibilities for such 
development within the next few decades? 

It seems fair to say that our present under- 
standing of the atomic nucleus is largely em- 
pirical. The essential facts are these: We know 
the relative size of the nucleus; we know that 
when it breaks up, certain types of particles 
result; we know that within it there is a large 
quantity of potential energy that, in most in- 
stances, can be evaluated rather accurately. 
We believe that, potentially, all the heavier 
chemical elements can be broken up by fis- 
sion, producing lighter nuclei with atomic 
weights in the neighborhood of iron; and we 
are certain that in this breaking-up process 
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large amounts of energy will be released. In 
other words, although at present energy can 
be produced only from uranium and its close 
relatives, there are from twenty to thirty other 
elements that contain large amounts of energy 
in their nuclei. 

At the other end of the scale, we know that 
one isotope of the lightest chemical element, 
hydrogen, can be made to fuse, producing 
helium nuclei; and in theory, we believe that 
more extensive fusion should be possible to 
change all of the lighter elements to nuclear 
products having atomic weights close to iron. 
To state the situation concisely, we have 
achieved the fission of uranium, which is only 
one of thousands of conceivable processes for 
producing energy through the break-up of 
atoms. We have achieved the fusion of hydro- 
gen, producing energy by the combination of 
nuclei, and this is only one'of thousands of 
conceivable methods for combining the 
lighter elements into heavier nuclei. Both of 
these achievements have been accomplished 
without any real fundamental knowledge of 
the nature of the forces that operate to pro- 
duce energy within the nucleus. Using em- 
pirical facts without understanding the funda- 
mentals of the forces involved, we have come 
dangerously close to developing power that 
can destroy life on the face of the earth. So we 
must ask a crucial question. If we know the 
fundamental forces and can control them 
through basic knowledge, where will this lead 
us in enlarging the quantity of power we con- 
trol and the possibilities of its application 
either for destruction in war or production in 
peace? 

One answer is found by comparing nuclear 
science with organic chemistry. A hundred 
years ago, it was possible to synthesize a rela- 
tively few different kinds of organic molecules 
made up of carbon, hydrogen, and some of the 
other lighter elements commonly found in 
biochemical products. Organic chemistry was 
in its infancy; there was no knowledge of the 
electronic nature of the atom and only a frag- 
mentary knowledge of empirical relations ex- 
pressed in terms of chemical bonds. During 


the century from 1850 to 1950, the data on the 
energy levels of the electrons, the energy of 
chemical reactions, and the nature of the 
forces tying atoms together were organized 
into a coherent body of knowledge. Using this 
knowledge, chemists are now able to synthe- 
size a thousand different types of chemical 
molecules for every one made a hundred years 
ago. The whole world of synthetic fibers, dyes, 
drugs, hormones, vitamins, and plastics has 
been opened through this knowledge. 

By analogy, nuclear science is still in its in- 
fancy. We do not know the fundamental laws 
of the nucleus; we know only a handful of 
processes by which we can transmute atoms 
into each other. Once we know these funda- 
mental nuclear laws, we may expect to see 
nuclear science expanding in the way organic 
chemistry expanded during the last century. 
We may expect to discover ways of making 
new kinds of synthetic nuclei as readily as we 
now make new synthetic drugs. 

Let us assume for the moment that this may 
be the result. We know that, through fusion 
into heavier atoms, the atoms of hydrogen will 
release the large quantities of energy that are 
a factor in thermonuclear bombs. We know 
that hydrogen is one of the most plentiful 
chemical elements; the world is as rich in hy- 
drogen as it is poor in uranium. There are 
three recognized kinds of hydrogen: the most 
abundant kind is the isotope that has roughly 
the atomic weight of unity (or the atomic 
weight of one ); the next most abundant type, 
deuterium, has an atomic weight roughly 
twice that of common hydrogen and is present 
to the extent of 0.015 per cent in ordinary 
water. There is also a third type, called tritium, 
which has an atomic weight roughly three 
times that of ordinary hydrogen; it is present 
only in minute amounts and is of an unstable 
radioactive character. 


Many believe today that a deuterium fusion 
process at a controlled rate may be practical 
within ten to twenty years. Millions of dollars 
are being spent annually in a number of re- 
search laboratories in an effort to find out more 
about the practicability of such a process. It is 
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estimated that there are approximately ten 
million times more horsepower-years avail- 
able from our deuterium reserves than from 
our uranium reserves. Without attempting to 
accurately predict the rate of increase of 
power that may take place during the next 
century or two, one can say that if our coal and 
oil, plus our uranium, are used up by the year 
2050 A.D., deuterium can keep us going com- 
fortably to the year 200,000 A.D. This conveys 
a sense of the relative magnitude of power in 
deuterium as compared with uranium and coal 
and oil. And there is at least a thousand times 
as much power in our hydrogen reserves 
as in our deuterium reserves. This means 
that, should we develop means of deriv- 
ing power from ordinary hydrogen, we would 
have power to keep the earth operating 
for at least a billion years. If this new kind of 
basic nuclear knowledge can be obtained and 
if there is no unexpected restriction, our power 
needs for the foreseeable future can be met. 


By the same token, there is every reason to 
believe that the increase in power available 
for constructive purposes will carry with it an 
increase in the power available for destructive 
purposes. If we start along the road to this new 
kind of power within the next decade or two, 
there is little doubt but that we will hold in our 
hands the absolute weapon for the destruction 
of the earth. There has been speculation from 
time to time as to whether an underwater nu- 
clear explosion test in the ocean might set up 
a chain reaction and release the power either 
of the deuterium or of all the hydrogen in the 
ocean. According to reports, the experiment 
has been tried and the chain reaction was, for- 
tunately, not set up. If the whole ocean were 
atomically ignited, the earth would be turned 
into a star—probably one of lesser magnitude. 


It is possible that developments leading to 
this new kind of nuclear power will take place 
far more slowly than we anticipate—perhaps 
over centuries, or perhaps not at all. However, 
it does seem reasonably certain that within a 
decade or two we will understand the basic 
nature of the forces in the nucleus and how 
they operate to produce the different varieties 





of nuclei; and that we will be able to make 
more synthetic nuclei with a great variety of 
properties. We will be walking a precarious 
tight-rope if we move ahead into the future 
assuming that there is a built-in nuclear re- 
striction that will prevent the development of 
nuclear power to new levels. 


Assuming that the nuclear breakthrough is 
achieved, what is the good that can result? 
Let us suppose that a practical controlled fu- 
sion process is discovered, and that by 1980 
reactors are available that give us electrical 
power direct from deuterium. Let us assume 
that over these two decades, the political wis- 
dom of the world increases, and a large part of 
the effort now being wasted in military prepa- 
ration goes into the construction of apparatus 
for generating and distributing this power 
from deuterium. On this basis, let us say that 
by 2000 A.D., hydrogen power is in full pro- 
duction, and we have increased the total 
power available in the world to a hundred bil- 
lion horsepower. At this rate of power con- 
sumption, our coal and oil and uranium re- 
serves would be used up in something like a 
few decades; but we are now obtaining this 
power from hydrogen, and we have a reserve 
available on the planet to last millions of years. 
What will be the effect on the welfare of the 
world as a whole? 


THE ENTROPY FACTOR 


Cost accountants consider power to be one 
of the smaller costs in most manufacturing. In 
these terms, it might be assumed that this in- 
crease in total power will not have as revolu- 
tionary an effect on world economy as might 
at first be anticipated. Before drawing this 
conclusion, however, we should turn our at- 
tention from the first thermodynamic factor of 
energy or power to the second thermodynamic 
factor, entropy or cybernetic organization. 


If there are historians on earth in 3000 A.D., 
it may be that they will look back on the mid- 
dle of the twentieth century and remember it 
not so much as the time when atomic energy 
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was released on a macroscopic scale, but as 
the time when the science of cybernetics first 
took significant shape. For we are just today 
becoming aware of the importance of the or- 


ganization of energy channels as a_ factor 


equally significant with the total quantity of 
energy. We are beginning to see the word 
“automation” more and more frequently in 
discussions of our present economic organiza- 
tion. We hear of factories where automation 
plays an increasingly larger part in control, 
examples of the way in which not only human 
muscle but the human mind may be supple- 
mented by the controlled and channeled ap- 
plication of energy. 


Automation, the automatic control of ma- 
chinery, is dependent upon and stems from 
rather special applications of the science of 
communication. Whenever we communicate, 
energy is involved. When we speak, energy in 
the form of sound waves from the vocal cords 
travels through the air to produce energy ef- 
fects in the listener. Communication also may 
take place by means of a telephone or radio 
circuit, where the energy is conveyed by elec- 
trical impulses or electrodynamic waves. In 
visual communication, we are using the energy 
of light waves; and even in communication by 
contact, energy is always present. True, in all 
these forms of communication the amount of 
energy is very small; it is the pattern of energy, 
the communicating or the transference of a 
distinct recognizable pattern that is sig- 
nificant. It is a pattern that, as a rule, directs 
and controls the application of larger amounts 
of energy, as in the command to someone to 
take an action that involves the use of his mus- 
cles, or the signal that releases the dropping of 
a bomb. 


In the last two decades, we have seen the 
network of communication throughout the 
world enormously enlarged. Starting with the 
development of the telegraph, the telephone, 
and the radio, we have witnessed the expan- 
sion of the means of communication in these 
media and the addition of television using the 
higher frequency radio waves. We have seen 
the growth of closed network television and 


directed channels, using either beams of high- 
frequency radiation or coaxial cables. Let us 
suppose that the next few decades will bring 
us this great increase in total power available 
in the world. It is conceivable that at least a 
significant fraction of this power will be made 
available in small portable units. We hear talk 
of suitcase reactors, atomic units of a size that 
can actually be carried by hand, and that can 
conceivably be placed at any point around the 
earth to provide sizable amounts of power for 
many years without the addition of fuel or the 
need for any extensive servicing. This can ac- 
celerate by a large factor the expansion of the 
world’s communication system. 


While this is taking place, we may be sure 
that the communication engineers will not 
have been sitting idle, and that we will have 
radically new developments, such as three- 
dimensional television, perhaps including a 
network for private person-to-person commu- 
nication comparable to the present world tele- 
phone system. Centers of information like an 
expanded Library of Congress may make 
available all kinds of educational television 
programs, to be tuned in by dialing Washing- 
ton, the Library, and the proper code number. 
There is certainly the possibility that the de- 
velopment of our knowledge of controlled 
energy, particularly in the field of communica- 
tion, may result in automated industry that 
will multiply the wealth of the world a hun- 
dred fold. Such an increase seems all the more 
likely when we remember that this new funda- 
mental scientific knowledge will give us many 
new ways of changing raw materials into new 
products. We may expect lighter, stronger, and 
more durable structural units for factories, of- 
fices, and homes, and for land, sea, air, or space 
transportation vehicles. We will have new 
fibers for clothes and new looms to weave 
them. We will have new pigments, new foods, 
new drugs. 


Tuis ALL adds up to a world-wide change 
from an economy of scarcity to an economy of 
unbelievable plenty. Every family in every 
corner of the globe can have a standard of 
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living far higher than the highest level at pres- 
ent enjoyed here in the United States. 


Does this mean a population explosion? 
Clearly, such wealth will not be an unmixed 
blessing. If this new wealth is to be enjoyed, 
there must be an increase in the world-wide 
sense of social responsibility comparable to the 
increase in wealth. If these earth-shaking 
changes in science and economy are to come 
in the next few decades, our only hope for 
global stability and security lies in a new order 
of global education. Here again, cybernetics 
rings a hopeful note. In the theories of cyber- 
netics, we are glimpsing for the first time the 
fundamental nature of dynamic knowledge, of 
thought processes, memory, idea-synthesis, 
teaching, and learning. If educating the en- 
tire world for living in a nuclear age appears 
to be an almost insuperable task, at least we 
have in cybernetics the key to new methods of 
fighting ignorance and superstition. Education 
is the one force that can control population 


pressure. 





tion were, until the age of science, so limited that man escaped 





VM ANS weapons of destruction and his means for overpopula- 





A nuclear breakthrough is sure to mean a 
breakthrough into outer space. Not only will 
new nuclear power radically alter transporta- 
tion on the surface of the earth, but nuclear 
fuels for jets will mean spaceships as well as 
rockets. While Columbus and Magellan ex- 
plored continents, adventurers of the twenty- 
first century will explore planets, and their 
successors of the twenty-second century will 
explore stars. 


This is the view of the future seen from an 
atomic perspective. It may seem intoxicating 
or intoxicated; but a sober and enlightened 
approach to the future is necessary if we are 
to survive. It seems certain that we are reach- 
ing the point in world history where we are 
in most serious danger of destruction. To avoid 
this, as his knowledge increases, man must rise 
to an increasingly higher level of moral con- 
duct. There appears to be the possibility of 
almost unlimited physical wealth, but this 
wealth poses its own new problems and perils; 
it calls for a greater wisdom and a deeper 
understanding of man’s nature and destiny. 





Now we are caged in a shut world, with every throat bared to any 


murderous hand. We must develop a saving instinct. But it can 


come only from conscious knowledge and by conscious method. 





—Waldo Frank 
THE REDISCOVERY OF MAN 
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Common Stock Prices 


URING the past decade or so, common 
D stocks have become more popular than 
ever before in the history of the country. Liter- 
ally millions of people throughout the land 
and in all walks of life have become owners of 
common stocks, and most types of investing 
institutions have expanded their common 
stock holdings. Stock ownership by business 
managers has become the rule rather than the 
exception. And a great many corporate officers 
confidently expect to receive an important 
part of their compensation in the future by 
the exercise of options to buy common stock 
in their company. 

Present-day toward 


attitudes common 


Mr. Sauvain is Chairman of the Department of Finance 
and Professor of Finance, School of Business, Indiana 
University. 


in the Sixties 


stocks, particularly industrial stocks, reflect 
to a considerable extent the very favorable 
experience of investors with this type of invest- 
ment since 1949. From that year to the end of 
1959, the market value of a broad group of 
leading industrial stocks approximately quad- 
rupled.’ The average annual rate of price ap- 
preciation over the ten-year period was about 
15 per cent. Dividends on this group of stocks 
in 1949 provided a return of about 7.5 per 
cent on average 1949 prices; in 1959 they 
amounted to about 12.6 per cent on 1949 
prices. This has been one of the greatest and 
longest bull markets in history, and more 


' Standard & Poor’s price index for 425 industrial stocks 
has been used to measure the general rise in market 
prices. 
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Earnings, Dividends, and Prices . . . 


The Past Record The Projection 


Price Index 


Earnings Dividends Multiple of 1959 Prices 


Per Share (1941-43= 100) Year Per Share Per Share* 12 15 18 


1949 $2.40 $1.14 $15.13 1960 $3.71 $2.23 $44.52 $55.65 $66.78 
1950 2.93 1.53 18.70 1961 3.90 2.34 46.80 58.50 70.20 
1951 2.54 1.45 23.72 1962 4.10 2.46 49.20 61.50 73.80 
1952 2.46 1.44 25.41 1963 4.31 2.59 51.72 64.65 77.58 
1953 2.60 1.47 24.49 1964 4.53 2.72 54.36 67.95 81.54 
1954 2.89 1.57 31.84 1965 4.76 2.86 57.12 71.40 85.68 
1955 3.78 1.68 43.87 1966 5.00 3.00 60.00 75.00 90.00 
1956 3.53 1.78 50.13 1967 5.35 3.15 63.00 78.75 94.50 
1957 3.50 1.84 46.71 1968 5.51 3.31 66.12 82.65 99.18 
1958 2.95 1.79 51.42 1969 5.79 3.47 69.48 86.85 104.22 
1959 3.53 1.90 61.83 1970 6.08 3.65 72.96 91.20 109.44 


Price® 
Earnings Dividends Per Share 


Year Per Share 


© Annual average of price index at end of each quarter 


+ At 60 per cent of earnings 


Source: Standard ¢> Poor's TRADE AND SECURITIES SERVICE and author’s calculations. 


people have profited financially than ever 
before. 

Thus, investors’ attitudes toward common 
stocks have completed the full swing from 
deep disillusionment and mistrust in the 
1930's to great confidence and optimism as 
we begin the seventh decade of the century. 
The sharp decline in the stock market early 
in 1960 and the subsequent irregular move- 
ment of prices may have dimmed slightly 
the glamour of common stocks, but there 
seems to have been little change in the gen- 
eral level of confidence during the last several 
years. Is this continued optimism about the fu- 
ture of common stock investments justified by 
prospects for the 1960's? The question can be 
put and an answer developed only on the basis 
of long-term trends in the economy and in 
financial markets. The question is difficult 
enough in terms of trends; it is impossible in 
terms of cyclical fluctuations in business and 
in the stock market. 

The left-hand part of the figure shows the 
strong rise in prices for industrial stocks in the 
1950’s and the much more modest upward 
movement in average earnings and dividends 
per share for Standard & Poor’s 425 industrial 


stocks. The right-hand part of the figure shows 


/ a projection of these series for the period to 


1970. The data from which the figure was 
drawn are presented above in tabular form. 

The projection of trend lines for industrial 
stock prices, average earnings, and average 
dividends per share for the next decade is an 
exercise in statistical model-building. We 
have made some assumptions about develop- 
ments in the economy in the 1960's, some more 
assumptions about how investors will think 
about common stocks, introduced some value 
judgments, and then quantified conclusions 
into a projection of data for Standard & Poor's 
industrial stocks. 

The model for the 1960's is based largely on 
the experience of the fifties. Looking back- 
ward, we observe a distinct but moderate 
upward trend in average annual earnings and 
dividends per share for industrial stocks. For 
Standard & Poor's 425 industrial stocks, aver- 
age annual earnings per share increased ir- 
regularly from $2.40 in 1949 to $3.53 in 1959. 
This is an increase at an average annual rate 
of about 4 per cent. 


The upward movement in earnings per 
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Standard & Poor’s 425 Industrial Stocks 


The Past Record 
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share was not due to an increase in the profit- 
ability of industrial companies in the 1950's. 
Actually 
group experienced a marked decrease in aver- 


the industrial enterprises in_ this 


age rate of profit earned on common equity 
capital. In 1950, average earnings per share 
amounted to 19.7 per cent of average book 
value per share. This ratio declined to 13.9 in 
1953, rose to 17.2 in 1955, and stood at about 
12 per cent in 1959. The trend for the period 
was downward. 


The rise in average earnings per share in the 
tace of lower rates of profit was a result of the 
policy of retaining a large part of earnings and 
adding these funds to the capital represented 
by common stock. The percentage of average 
earnings per share paid out in cash dividends 
varied from about 52 to 60 per cent during 


the 1950's, with a slightly rising trend in the 
proportion of earnings distributed. As a result, 
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the average book value per share increased 
from $13.74 at the end of 1949 to an estimated 
$29.80 at the end of 1959. Thus the amount 
of capital represented by an average share of 
stock more than doubled. The increase in 
amount of capital per share more than com- 
pensated for the decline in rate of profit per 
dollar of equity capital and produced the up- 
trend in earnings per share. 


H ow wit these relationships work out in 
the next ten years? The figures that seem most 
reasonable are: (a) an annual rate of profit 
on common equity capital averaging about 12 
per cent and (b) an average pay-out of 60 
per cent of earnings. 

These two conclusions are based on a num- 
ber of assumptions that ought to be expressly 
recognized, that are debatable as to validity, 
and that may have to be changed as we go 
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along. First, it is assumed that the economy 
will continue to grow in volume of production 
of goods and services at an average annual 
rate of about 4 per cent. This seems to be the 
consensus of gross national product projectors 
at the present time. If it should develop that 
the growth rate is higher, the assumed rate of 
earnings might have to be revised upward 
because more rapid growth would probably 
reduce competitive pressures on profits. The 
assumed pay-out ratio might have to be low- 
ered because more rapid growth would in- 
crease the need for additional capital. If the 
growth rate is lower, there would be the op- 
posite implication for these two figures. 


In the construction of this statistical model, 
a rise in the general price level at an average 
annual rate of about 2 per cent has been as- 
sumed. This is the rate at which the price 
level has been rising in the past decade and 
seems to be the consensus of economists’ esti- 
mates for the future. A more virulent price 
inflation would probably increase the rate of 
earnings and reduce the pay-out ratio. 


A third assumption is that the amplitude of 
cyclical fluctuations in general business activ- 
ity will be about the same as during the 1950's. 
We project past experience because there 
seems no very good reason for doing anything 
else. However, a more severe and prolonged 
recession than those of recent experience 
would reduce greatly the rate of earnings on 
equity capital for the period of depression and 
would probably result in an average annual 
rate for the decade below the projected rate 
of 12 per cent. 

Competitive conditions in business general- 
ly are assumed to be about the same in the 
1960's as in the later 1950's. During the last 
few years rising costs, continued expansion in 
productive capacity, and somewhat restrictive 
federal credit policies have increased the pres- 
sure of competition upon profit margins and 
brought about lower rates of earnings than 
during the earlier years of the 1950's. Looking 
ahead, there is little on the horizon to suggest 
less competitive pressure on profits. 


The broadest assumption of all, and possibly 









the most dubious, is that American industry 
will continue to operate in a political climate 
favorable for private business. This assumes 
that industry will not operate under wartime 
conditions or conditions of major preparations 
for war. It also assumes no major change in 
the relationship of government to private busi- 
ness. If this assumption proves seriously in- 
valid, the whole statistical model will be 
wrecked. 

If the average annual rate of profit on equity 
capital runs at about 12 per cent, and if about 
60 per cent of earnings are paid out in cash 
dividends, average earnings per share will 
increase at a compound annual rate of 5 per 
cent.- 

This is a somewhat higher growth rate for 
earnings per share than we actually experi- 
enced in the 1950's. In that period, the rate 
of earnings on common equity capital had 
a downward trend; for the next decade, we 
have projected the rate at a constant level. 
The rate of increase in dividends would also 
be at 5 per cent since they have been projected 
at a constant 60 per cent of earnings. The 
higher rate of earnings and dividend growth 
in the 1960’s would provide a better base for 
market price appreciation than we had in the 
1950's. 


However, there is another very important 
statistical quantity in the projection of market 
prices. This is the price-earnings ratio, or 
market price divided by current annual earn- 
ings per share. In purely quantitative terms, 
the principal explanation for the bull market 
of the fifties is the remarkable increase in price- 
earnings ratios. The data for Standard & Poor's 


- Rate of earnings growth is the rate of earnings on 
equity capital multiplied by 1 minus the percentage of 
earnings paid out, divided by 1 minus the rate of earnings, 
multiplied by 1 minus the percentage of earnings paid 
out. That is: 

Re(1—PO) 
Rg - 
1 —Re(1—PO) 
By substitution: 
.12(1—.60) 048 
Rg - 
] —.12(1—.60) .952 
The author is indebted to Robert T. Flaherty for the 
development of this formula. 

















industrial stocks show that price-earnings 
ratios rose from 6.3 in 1949 to 17.5 in 1959. 
What this means is that investors were paying 
almost three times as much for a dollar of 
current earnings per share in 1959 as in 1949. 
When this tripling of the price-earnings ratio 
is compared with the quadrupling of stock 
prices in the same period, it becomes apparent 
that about three-fourths of the rise in stock 
prices in the past decade was caused by the 
bidding up of prices relative to earnings. 

There was a similar development in the 
relationship of market prices to current annual 
dividends. In 1949, average prices were 13.3 
times cash dividends; in 1959, prices were 32.5 
times dividends. 

If the tripling of the price-earnings ratio in 
the past decade could be projected into the 
next decade, the model would show an even 
greater rise in market prices than that of the 
fifties. But such a projection does not seem at 
all reasonable, given the assumptions about 
developments in our economic and social sys- 
tem set forth above. It would mean that in 
1970 average industrial stocks would sell at 53 
times earnings and provide a dividend yield 
of only a little more than 1 per cent. 

The historical record of marked variation 
in the relationship of prices to earnings sug- 
gests that during the next decade changes in 
this ratio will be the most important influence 
upon the level of stock prices. Recognizing 
the wide range of possible variation, we have 
projected stock prices at 12, at 15, and at 18 
times projected earnings per share. The pro- 
jected price trend lines in the figure indicate 
the area within which prices will probably 
fluctuate if our assumptions are approximately 
correct. 

These three price-earnings ratios represent 
extrapolation of past experience modified by 
some subjective conclusions. There have been 
few times in history when the price-earnings 
ratio for a broad group of stocks has exceeded 
18, and these periods have been of relatively 
short duration. When the price-earnings ratio 
gets up around this level, stocks come to be 
regarded as high-priced, market observers talk 
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of overvaluation, and investors become more 
cautious. Also, at such a high ratio of prices to 
earnings, dividend yields fall to such low levels 
that stocks become less attractive than bonds 
to investors interested in income. At 18 times 
earnings and with a 60 per cent dividend pay- 
out ratio, stocks would yield 3'5 per cent. 

Common stocks have often sold at less than 
12 times earnings in the past, and lower ratios 
have prevailed for periods of years. But the 
assumptions we have made about the growth 
of the economy, continued creeping inflation, 
moderate cyclical fluctuations in business, and 
a political climate generally favorable to the 
private enterprise system imply that the 12- 
times-earnings level will be approximately the 
minimum for the next decade. Lower ratios 
will develop only if investors experience a sub- 
stantial loss of confidence in the future prof- 
itability of American business. At 12 times 
earnings, stocks would yield 5 per cent. In the 
economy we visualize, this rate would be at- 
tractive to investors seeking income relative to 
yields on other kinds of investments. 

The projection of stock prices at 15 times 
earnings is simply a splitting of the difference 
between the figures taken to represent the 
approximate upper and lower limits of the 
price-earnings ratio. It is the median around 
which this ratio is expected to fluctuate. At 
15 times earnings, stocks would yield 4 per 
cent. 

The stock price trends for the sixties de- 
veloped from our earlier calculation of average 
earnings per share and these three levels of 
price-earnings ratios show a continued up- 
ward movement. If the ratio of 12 times 
earnings predominates, the Standard & Poor’s 
industrial stock average will increase very 
modestly in the next decade from the 1959 
average of $61.83 to about $72.96 in 1970. 
That is an increase of only about 18 per cent 
for the period, and is tiny relative to the 400 
per cent increase of the fifties. Our most opti- 
mistic projection at the level of 18 times earn- 
ings shows a 77 per cent increase in the value 
of stocks in the sixties. This is a healthy rate of 
growth, but it falls considerably short of the 
strong bull market of recent years. 
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ry 
[ue picture of stock price trends in the 


1960's that finally emerges from this process 
of reasoning and arithmetic may fall short 
of the current expectations of optimistic in- 
vestors, but it amply supports the proposition 
that diversified investments in common stocks 
of leading industrial companies are likely to 
provide good returns over the longer term. 
The rise in market prices in the 1960's will be 
much less steep than in the 1950’s because 
the inflation of stock prices in relation to earn- 
ings has about run its course. But the prospect 
for growth in earnings per share at an average 
annual rate of 5 per cent provides the basis 
for continued appreciation in market prices 
for common stocks. At a constant price- 
earnings ratio, the growth of earnings per 
share would result in price appreciation at the 


average annual rate of 5 per cent. 


The rate of dividend income would be be- 
tween 313 and 5 per cent at time of pur- 
chase, depending upon the level of stock prices 
at the time. If we take the median yield of 4 
per cent and add average annual price ap- 
preciation at about 5 per cent, the combined 
return is 9 per cent a year. This rate certainly 
compares favorably with conventional rates 
of return on investment. Moreover, dividend 
income should increase over the long term, 
and capital gains are not subject to income 
tax until realized (and then only at a maxi- 


mum rate of 25 per cent). 


Any statistical model of prospective future 


developments such as the one we have de- 


veloped is subject to error because no one can 
foresee the future. But the process of building 
a model is probably the best way we have of 
trying to estimate the future. It requires one 
to think in an orderly fashion, to set forth 
explicitly his assumptions and judgments, and 
to translate his conclusions from general terms 
to quantitative terms. When the model has 
been built, it can easily be re-examined from 
time to time, and, if need be, altered. To revise 
projections as further developments require 
is not so much to confess error as to make 
good use of the model. 


It must be emphasized that these projec- 
tions of common stock prices, earnings, and 
dividends have been made for the average of 
a large group of industrial stocks. Obviously, 
market prices for some individual stocks will 
perform much better than the average, and 
some will perform much more poorly, as has 
always been true in the past. There is no 
implication in these trend projections that 
prices, earnings, and dividends will not con- 
tinue to fluctuate with the business cycle. The 
market will always provide abundant rewards 
for those who are able to pick the right stocks, 
and penalties for those who pick the wrong 
ones. The sagacious people who buy at the 
bottom of cyclical price movements and sell 
at the top will realize much better profits than 
those with a poorly developed sense of timing. 
The important conclusion is that all these 
normal vagaries of market prices are likely to 
take place within the general pattern of a 
moderately uptrending stock market. 










G. C. WIEGAND 


HE FAILURE of the summit conference, 
Ta cancellation of President Eisen- 
howers visit to Japan, and Castro's anti- 
American diatribes in Havana have distracted 
public attention in this country from the 
economic problems that face Latin America 
as a whole, and that confront the United 
States with grave political uncertainties. In 
spite of President Eisenhower's successful 
visit to Latin America earlier this year and 
definite signs of economic improvement in 
some countries, the economic and _ political 
situation in Latin America remains far more 
serious than most people in the United States 
realize. 

After two hectic decades of inflation and 
lopsided prosperity—in which some people 
grew rich and many poorer—economic dif- 
ficulties and political and social unrest are 
widespread. The anti-American rioting in 
Panama and the nationalization of American 
property in Castro Cuba make the headlines, 
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the Latin American powder keg 





but they are merely outward signs of a dan- 
gerous inner turmoil. 


Latin America is 2% times as large as the 
United States. The population, at present 
around 190 million, is growing at a much 
more rapid rate than that of the United 
States—2% to 3 per cent annually compared 
with less than 2 per cent in the United 
States, so that, by the end of the century, 
Latin Americans may outnumber Anglo- 
Americans by 100 million or more. While 
much of Latin America consists of jungles, 
desert, high and wind-swept 
plateaus, the area that can be successfully 
cultivated and the known subsoil riches 
exceed those of the United States. Thus, Latin 
America is potentially a rich continent, a 
continent of the future. For the time being, 
however, its development is dangerously un- 
even. Behind the glittering facade of modern 
metropolises with extremes of wealth and 
poverty stretch thousands of square miles of 
sadly underdeveloped hinterland. Only a few 
blocks from de luxe hotels and extravagantly 
luxurious private homes and clubs, makeshift 


mountains, 
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“favellas” in 
Rio, the “callampas” in Santiago—housing 
literally hundreds of thousands of uprooted 
hungry people. 


slums are mushrooming—the 


The average annual per capita income in 
Latin America ranges from about $100 in 
Haiti, Paraguay, and Bolivia to about $500 in 
oil-rich Venezuela: Compare these figures 
with the more than $2,000 per capita income 
in the United States. Over half the people (14 
and 20 per cent in Argentina and Chile, 70 
per cent in some of the other countries ) can- 
not read or write; 30-50 per cent, according 
to United Nations estimates, suffer from mal- 
nutrition. This is not a new development, of 
course. At least half the people of the world 
have always been hungry, and throughout the 
centuries poverty, hunger, and disease have 
usually been accepted as natural phenomena 
against which man is powerless. This placid 
attitude of acceptance, however, is rapidly 
changing. Poverty is no longer regarded as 
the unavoidable fate of man, but rather as the 
result of the incompetence of society or the 
greed of the rich. As far as Latin America 
is concerned, this is at least partly true. The 
roots of Latin American poverty lie not in lack 
of land or natural resources, but in the ignor- 
ance of the masses and the shortsightedness 
of the 


economics. 


few, in bad politics and worse 

Of the twenty Latin American republics, 
Mexico has most nearly achieved the goal of 
rapid economic development without serious 
economic and social distortions. Six of the 
South American countries—Argentina, Chile, 
Colombia, Peru, Uruguay, and Venezuela— 
have awakened to the dangers of get-rich- 
quick schemes and inflation and are trying, 
with varying success, to restore economic 
order. Brazil is still swimming in the whirl- 
pool of inflation and growing economic chaos. 
Every nation in Latin America, with the pos- 
sible exception of Mexico, is confronted with 


serious economic, social, and political prob- 


lems. 

One does not have to travel far to find the 
signs of economic nationalism, Communism, 
and xenophobia. The streetcars in Havana 


carry signs reminding the Cubans to “buy 
what Cuba produces. That is the way to 
strengthen the fatherland.” Over the entrance 
of the large Sears, Roebuck store in Rio is a 
similar appeal to economic autarky: “What 
Brazil makes, makes Brazil great.” In the old 
Inca capital of Cuzco in the interior of Peru 
—officially the “Tourist Capital of Latin 
America’ —the smeared with 
hammer-and-sickle signs and “Down with 


walls are 


Yankee Imperialism” slogans. Similar signs in 
Bogota are the work of the Union of Workers 
and Students. 


COMMUNIST ACTIVITIES 


From the point of view of the United States, 
the growing threat of spreading Communism 
in many Latin American countries appears 
at the moment to be the most serious prob- 
lem, although in the long run rampant inter- 
ventionism and welfare-statism may very well 
represent a more serious threat to the devel- 
opment of Latin America. 

While the ussr at present maintains official 
diplomatic relations with only Argentina, 
Cuba, Mexico, and Uruguay, it is on friendly 
terms with other Latin American countries, 
and throughout the continent Communist 
activities face fewer obstacles than in the 
United States. When Mikoyan visited Mexico 
City and Havana, accompanied by more than 
a hundred aides, artists, technicians, and spe- 
cialists, his were the first visits ever made by 
a high Russian official to a Latin American 
country; both visits added greatly to Russian 
prestige. Mexican papers described the Rus- 
sian trade fair as “the most spendid exposition 
ever shown in Mexico,” while in Havana 
Mikoyan could parade as the “friend of the 
Cuban people” in their struggle against 
Yankee imperialism. 

Although the 
Communists is proportionally far smaller in 
France, 


number of card-carrying 


Latin America than in Italy or 
“fellow-traveling” is widespread. The Com- 
munists have a strong foothold among in- 
tellectuals and union leaders, and the masses 


seem inclined to applaud anybody who 





attacks “Yankee 


italism.” 


imperialism” and “cap- 


The reasons for the widespread anti- 
American feeling, which the Communists are 
using so effectively at present, are manifold. 
Washington and American business have 
made mistakes in the past: Teddy Roosevelt's 
“Big Stick” and armed interventions in no 
fewer than seven countries are still vivid in 
Latin American memories. However, the 
acuteness of the present tensions is due 
largely to economic reasons. If inflationary 
excesses finally force a country to adopt a 
policy of economic retrenchment, what is 
easier to blame than, in the words of the 
organ of the mnr, Bolivia's ruling party, “the 
barbaric conditions which the International 
Monetary Fund in Washington” imposes upon 
the country — namely the insistence of the 
Fund that Bolivia work toward a balanced 
budget by cutting subsidies and welfare 
expenditures. Throughout Latin America, one 
meets with the impression that the Inter- 
national Monetary whose _anti- 
inflationary policies are unpopular, is merely 
an arm of the U.S. State Department—its 
location in Washington seems proof enough. 
If the Betancourt government of Venezuela 
has to cut the welfare payments to the un- 
employed in Caracas because the treasury is 
empty, it is easy to spread the rumor that 
the “rich international oil companies” (which 
in reality advanced millions to the Betancourt 
regime ) are to blame for the financial plight 
of the government. If generally inflated oper- 
ating expenses and wage increases dictated 
by the government or the unions threaten to 
wipe out the profits of the oil companies in 
Peru and Ecuador, the power companies in 
Argentina and Brazil, and the packing houses 
in Rio, and if after long arguments the com- 
panies obtain permission to increase their 
prices, it is obvious to José and Juan that their 
cost of living is going up because of the greed 
of the Yankee capitalists. 


Fund, 


This is the atmosphere that the Communists 
exploit with varying skill. Moscow is working 
hard to strengthen its ties with Latin Amer- 
union leaders, and_ in- 


ican Communists, 
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tellectuals. In February, 1959, a Latin Amer- 
ican Congress was held in Moscow, attended 
at Russian expense by delegates from most of 
the Latin American countries, who sub- 
sequently visited Red China and returned 
with glowing descriptions of Communist 
achievements. Communist literature is readily 
available and conspicuously displayed in 
many Latin American cities. A few months 
ago, a mob wrecked the U.S.-Bolivian (U.S.- 
financed ) Cultural Center and smashed the 
windows of the Embassy in La Paz, the cap- 
ital of Bolivia. A newsstand half a block away 
at the entrance of the Central Bank displays 
more than twenty Communist newspapers, 
journals, and well-illustrated magazines, some 
of them published in Spanish in Moscow. In 
Montevideo, a Mexican economist recently 
collected more than fifty different Communist 
and fellow - traveling publications, even 
though there are officially only 9,000 party 
members in the whole of Uruguay. Many of 
the publications were the official organs of 
unions and special ethnic groups. 


LEFT-WING INTELLECTUALS 


Fellow-travelers are firmly entrenched in the 
intellectual life of Latin America, especially 
in academic circles. The “liberals” are in 
control of most of the major universities, such 
as the National University of Mexico, the 
University of Buenos Aires, and the National 
University in Montevideo. In fact, it would 
be difficult to list a dozen prominent Latin 
American economists and political scientists 
holding responsible positions in the leading 
universities who advocate free enterprise and 
political liberalism. 

The organizations that champion free en- 
terprise, such as the Instituto de Investiga- 
ciones Sociales y Economicas in Mexico City 
or the Centro de Estudios sobre la Liberdad 
and the Foro de Libre Empresa in Buenos 
Aires, are privately financed and have little 
influence on the training of future economists 
and political leaders. Their publications have 
strong competition in the publicly financed 
journals such as the well-illustrated and 
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edited Universidad de Mexico, which in 
March, 1959 published a special issue on 
Castro Cuba, praising the “Revolucion dem- 
ocratica en Hispanoamerica.” In one of the 
articles referring to President Eisenhower's 
visit to Acapulco, the President was referred 
to as “viejo y infermo” (old and sick). “Cuba 
has proven,” wrote one contributor, “that a 
revolt against the regime is possible” and 
that “an integrated revolutionary regime of 
peasants and workers can be created.” Among 
the business firms that helped to finance the 
special issue on Cuba through advertisements 
were a number of Mexican subsidiaries of 
leading American firms! 

“Terceristas’ (“Third 
Party-ists’), a group of intellectuals who 
claim to be equally opposed to “Yankee im- 


In Uruguay, the 


perialism” and Russian Communism, publish 
the well-written weekly Marcha, which off- 
cially reflects the “neutrality” of the group 
but actually tends to be more anti-American 
than anti-Russian. 


YANKEE-PHOBIA 


What are some of the anti-American argu- 
ments aired over and over again in Latin 
American journals and newspapers? 

Just as the American press tends to picture 
—at least in cartoons—the Latin American as 


a lazy, indolent Indian or as a gun-toting 


bandit, the Latin 
American as a chromium-plated materialist, 
ruthless in his pursuit of the dollar, who is 
undermining the Catholic-Indian culture of 
Latin America through “cocacolonization” 
and “rocanroleros” (rock and rollers). Even 
though both pictures are obviously false, they 
create a subconscious attitude and thus help 


Yankee appears to the 


poison the atmosphere, even among people 
who know, or should know, better. 


The anti-American complaints are at pres- 
ent chiefly of an economic nature. The United 
States serious 
economic difficulties that most countries face. 


is widely blamed for the 


American enterprises “exploit” Latin Amer- 
ican workers, not because they pay, or are 


said to pay, lower wages than their Latin 
American competitors—the opposite is usually 
the case—but because they pay lower wages 
to Latin American than to American workers. 
At times, comparisons are even made between 
the wage rates that prevail in the United 
States and the wages that the American sub- 
sidiaries pay to their workers in Latin 
America. The tension in the Canal Zone is at 
least in part caused by this wage differential 
between Panamanian and American workers 
employed in the Zone. The United States 
agreed to eliminate the differentials, but, as 
the Panamanian government complained in 
the United Nations, the U.S. “broke the 
agreement.” The statement, although denied 
by Washington, received wide publicity 
throughout Latin America. 


American mining and oil companies are 
said to “steal” the natural resources of Latin 
America, and it is claimed that only through 
nationalization of all subsoil wealth can the 
interests of Latin America be adequately 
protected. The success of the Mexican oil 
expropriation scheme (the Roosevelt admin- 
istration provided Mexico with the money to 
settle with the foreign oil companies) is fre- 
quently cited, even though most Mexicans 
admit that while pemMex has been able to in- 
crease its output substantially, it did not dare 
publish a profit-and-loss statement until a 
year ago. The fiasco of the Argentine national 
oil monopoly is seldom mentioned. 


The poverty of the landless peasants is 
attributed to the huge land holdings of Amer- 
ican corporations and of native feudalists. 
Castro’s land reform is, therefore, widely 
applauded in Latin American publications. 
Since the agricultural situation is at least 
partly responsible for the economic difficulties 
of Latin America, a land reform—whether 
sound, as is the one being attempted in 
Venezuela, or a la Castro—is popular with 
the intellectuals and the masses. 

More generally, “Yankee disinterest” in 
Latin American problems is widely regarded 
as the reason for the fact that the average 
standard of living in many countries has 
scarcely risen at all in recent years, and in 





some countries, especially Argentina, Chile, 
and Bolivia, has actually declined. The real 
reason is obvious: The population has been 
growing more rapidly than the economy, 
weakened by inflation and labor unrest, has 
been able to increase its output of goods and 
services. Latin Americans like to point out that 
Austria, Israel, and Korea have each received 
more American economic aid than the whole 
of Latin America. Or, as the Brazilian ambas- 
sador to the United Nations declared in the 
General Assembly, the United States is more 
interested in reaching the moon than in help- 
ing Latin America fight the “war against the 
bondage of underdevelopment.” The fact that 
these comments were generally disregarded 
by the U.S. press was pointed out by Latin 
Americans as prima facie proof of U.S. dis- 
interest. Even those Latin Americans who are 
friendly toward the United States—and there 
are many of them, especially among the edu- 
cated classes—resent what they term “being 
taken for granted,” and Washington’s pre- 
occupation during the postwar years with Eu- 
rope and Asia has lost the United States many 
friends south of the Rio Grande. 


Why, Latin Americans ask, can Washington 
not establish adequate minimum prices for 
Latin American products, especially coffee 
and copper, just as the U.S. maintains well- 
above-world-market prices for Cuban sugar. 
After all, the argument runs, the Latin Ameri- 
can countries could have charged exorbitant 
prices for their products during the war, when 
the U.S. needed raw materials, but instead 
they bowed to the pressure from Washington 
and kept prices at reasonable levels. If the 
American public is willing to pay artificially 
high prices for American wheat and corn and 
for Cuban sugar, why shouldn't it be willing to 
pay premium prices for Brazilian and Colom- 
bian coffee and Chilean and Peruvian copper? 


Much more justified is the complaint about 
Washington’s foreign trade policies that run 
counter to the ideals that we officially profess. 
The dumping of farm surpluses, especially 
cotton and wheat, adds greatly to the dif- 
ficulties of a substantial number of Latin 
American countries. Eisenhower’ import 
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quotas for Venezuelan oil have turned the 
country’s balance of payments surplus into a 


deficit. 


NATIONALISM 


Nor should one underestimate the importance 
of the deep-rooted nationalism of varied shad- 
ings: the APRA movement in Peru, the Peron- 
istas in Argentina, the Castro followers in 
Cuba, and less effectively organized, but 
nevertheless powerful nationalistic groups in 
such nations as Brazil, Venezuela, and Panama. 


Even in Mexico, which is by far the most 
prosperous country of Latin America, chau- 
vinism is widespread. Time and again one 
hears or reads the word “Malinchism” applied 
to books, movies, art, types of food or clothing, 
and modes of living. La Malinche was an In- 
dian princess, probably a Maya, who became 
the interpreter, adviser, and mistress of Cor- 
tez. Her intimate knowledge of the Aztec civil- 
ization, including its psychological blind spots, 
no doubt was of great help to the Spaniards in 
their conquest of the Aztec empire. Malinche 
is, therefore, regarded to this day by the Aztecs 
and present-day Mexican nationalists as a 
traitor to her Indian heritage. Malinchism has 
many overtones, and the anti-Malinchists fight 
not only “Yankee imperialism,” but American 
and European cultural penetration in general: 
the “rocanroleros,” baseball, American books, 
films, and even food. For instance, a Mexican 
historical film produced by well-known fellow- 
travelers, presents the Spanish conquest as the 
“barbarian invasion” of the Aztec civilization. 


To be sure, rabid anti-Malinchists are small 
in number among the educated, but more 
moderate xenophobes are to be found every- 
where. A highly educated, wealthy, and basi- 
cally pro-American South American business- 
man admitted recently, with a somewhat 
embarrassed smile, that he had replaced the 
faucets in his bathroom. “After all, we live in a 
Spanish-speaking country, and the ‘H’ and 
‘C’ irritated me every morning when I saw 
the two letters.” The “H” and “C” reflect to 
many Latin Americans the basic contempt of 
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the American manufacturer for his Spanish- 
speaking customers. 


In Brazil, the most deadly label that can 
be pinned on any politician is “entreguismo” 
—literally “sell-out,” namely to American in- 
terests. Since Brazil is facing a presidential 
election, all politicians are anxious to prove 
that they are “antientreguismo,” just as the 
politicians in this country go out of their way 
to prove that they are not antilabor. As a 
result, intelligent and perfectly reasonable 
Brazilians take every opportunity to attack 
the United States and the International Mon- 
etary Fund, just as supposedly responsible 
American politicians attack “big business” in 
the hope of catching the labor vote. The 
danger in Brazil, as in the United States, lies 
in the fact that what seems at the moment 
an expedient political trick may turn into a 
lasting psychological block. 


NATIONALIST MOVEMENTS 


APRA 


Of the indigenous nationalist movements in 
Latin America, the Peruvian apra is by far 
the most significant. It dates back more than 


thirty years, although during the intervening 


years, the movement has been officially sup- 
pressed much of the time, its property con- 
fiscated, and its leaders banned or murdered. 
The fact that the apra survived decades of 
persecution and is today the strongest polit- 
ical force in Peru proves quite clearly that it 
has been able to catch the imagination of 
the masses and of a segment of the intel- 
lectuals. Despite bitter opposition of the 
armed forces, and to a lesser extent of busi- 
ness interests, the movement is operating 
again in the open as a result of a pre-election 
deal of Prado who needed the 
Aprista vote to squeeze into the presidential 


President 


palace. 

The apra leaders are a typical mixture of 
idealists and agitators. Their daily paper is 
intellectually above average, yet the move- 
ment appeals primarily to the masses. In 


Lima, the APRA maintains the spacious Casa 
de Pueblo, where every day 1,000 or more 
meals are served at cost, namely $.15—the 
best food bargain in Lima. At the Casa de 
Pueblo, some 2,000 students, young and old, 
attend classes in all fields from reading and 
writing to mother-and-baby care and the 
political management of labor unions. Every 
week, hundreds of poor people receive free 
dental and medical care from physicians and 
dentists who volunteer their services. 

Politically, the Apristas support President 
Prado, who lifted the ban against them, but 
they oppose the policies of economic austerity 
of Prime Minister Beltran. Although they 
officially oppose inflation, because it “hurts 
the poor people,” the Apristas regard govern- 
ment subsidies and ceiling prices as a neces- 
sary measure of “distributive justice,” failing 
to see that subsidies lead to government defi- 
cits, ceiling prices to economic dislocations, 
and both ultimately to more inflation. 

The traditional apra demand that the riches 
of Peru be given back to the Indians from 
whom they were “stolen” by Spanish colonial- 
ism and “international capitalism” is being 
soft-pedaled at the moment. The nationaliza- 
tion of foreign plantations, mines, and oil 
fields is supposedly “a matter of evolutionary 
development” according to the apra leaders, 
but one cannot help wondering whether the 
semiliterate masses really interpret the APRA 
slogans and posters calling for the nationaliza- 
tion of foreign holdings as a long-range ideal 
rather than a call for action. The uninitiated 
can see few differences between the Apristas 
and their deadly enemies, the Communists, 
when it comes to “anti-capitalistic” and “anti- 
imperialistic” sloganeering. 

Nor are the apra ideas confined to Peru. 
Romulo Betancourt, President of Venezuela, 
is regarded by the Apristas as a follower of 
their philosophy. While American business- 
men in Caracas (Caracas voted overwhelm- 
ingly against Betancourt) think that “Betan- 
court learned his lesson and is going easy,” 
the fact is that the government share of the 
oil revenues has risen to 60-65 per cent (the 











accounting is so complicated that the exact 
percentage cannot be ascertained by an out- 
sider ). Government officials in Venezuela, at 
least in private conversations, were not averse 
to last year’s demand of the oil workers for a 
40-hour week with a 56-hour pay. Betan- 
court’s great land reform, while reasonable 
and sound when compared with Castro’s 
aims at 
much of the land to the small Indian peasant; 


expropriation schemes, restoring 
and his “moderation” is no doubt forced upon 
him by the military and the Caracas business 
interests, who fear that Apra-style national 
socialism might dry up the oil revenues. 


The Peronistas 


The political and economic power of the 
Peronistas in Argentina is far more difficult to 
appraise than that of the Apristas in Peru. 
Arturo Frondizi was elected president on the 
basis of a socialist-interventionist platform 
supported by the Communists and the out- 
lawed Peronistas. Once in power, however, 
Frondizi realized that, with a near-empty 
treasury, he could not continue to foot the 
deficits of the large stable of state-owned en- 
terprises that Peron had accumulated. Nor 
could Argentina, with a chronic deficit in her 
balance of payments, afford to pay about $200 
million a year for foreign oil. Frondizi thus 
became an advocate of “free enterprise” in the 
sense that, like President Prado in Peru, he 
turned the economic problems over to an op- 
position leader, Alvaro Alsogaray. Alsogaray 
has made considerable progress during the 
past year in restoring a semblance of economic 
order despite violent opposition. He has re- 
duced and eliminated some subsidies; is trying 
to find buyers for some of the money-losing 
state enterprises; and has arranged a deal be- 
tween foreign oil companies and the govern- 
ment oil monopoly, which has already re- 
sulted in a 30 per cent increase in the output 
and should make Argentina self-sufficient as 
far as oil is concerned by 1961. The great ques- 
tion mark in Argentina is whether Frondizi, a 
long-time Marxist, will have the courage to 
back the necessary economic reforms of Also- 
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garay against the tremendous pressure of the 
opposition consisting of socialists, interven- 
tionists, Peronistas, nationalists, and Com- 
munists. 

The Peronistas, who are still officially out- 
lawed but probably the most numerous, 
though leaderless, political group, are bitter 
because, they say, Frondizi broke a pre- 
election promise to lift the anti-Peronista ban. 
Even if such a deal was made, Frondizi prob- 
ably could not live up to it because of the 
opposition of the armed forces. The August- 
September revolt of last year has further 
strengthened the position of the “gorilas,” as 
the anti-Peronista faction in the armed forces 
is called by the Peronistas. As long as the 
Peronistas, who may still control as many as 2 
million votes in a country of about 20-21 mil- 
lion inhabitants, remain outlaws, there is a 
very real danger that at least some of them 
will drift into the Communist camp, despite 
the strong warnings of exiled Peron. 

The Peronistas are both nationalists and so- 
cialists, nursed on Peron’s welfare state poli- 
tics. Up to 1943, the Argentine trade-union 
movement followed the European-Marxist 
pattern. It comprised some 600,000 skilled, 
white-collar, and government workers, and 
was controlled by intellectuals who were more 
interested in Marxian “principles” than in 
raising the standard of living of the masses. 
Peron saw his political chance in organizing 
the masses of unskilled workers, the “decami- 
sados” (shirtless ones) and tying them to his 
band wagon. 

His policy of state paternalism, in Hitlerian 
style, saw to it that the workers were well fed 
and reasonably well protected. He bestowed 
political rights upon the “decamisados,” but 
actually controlled their vote through his local 
bosses. Now, with the Peronista bosses out of 
power, the “decamisados” have taken it upon 
themselves to enforce what they think is best 
for them, and presumably for the country, 
usually by means of strikes. If a government 
policy displeases the Peronistas, strikes are 
called, even if the policy has no direct bearing 
on labor, as was the case with the new oil con- 
cessions. Frondizi attempted at first to capture 
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the Peronista unions, but he failed. With prices 
having more than doubled within a year and 
still rising, Frondizi has had to concede wage 
increases, which last year ranged from 40 to 90 
per cent, despite Alsogaray’s efforts to hold 
the line. 


WHAT CAN THE U.S. DO? 
American aid, even on a very much larger 
scale than can presently be contemplated 
because of the chronic deficit in the U.S. 
balance of payments, will not change the 
basic tensions troubling Latin America. Some 
foreign aid and international credits, judi- 
ciously applied to eliminate production bottle- 
necks and improve the transportation and 
educational system, would help. On the other 
hand, for the American taxpayer to finance 
the development of heavy industries in Latin 
America would be an economically and psy- 
chologically poor investment. If such indus- 
tries promise a reasonable return, private 
enterprise stands ready to supply not only the 
needed capital, but, more important, the 
necessary know-how. If these industries, 
under present conditions, cannot yield a fair 
return and can operate only with the aid of 
government subsidies, the badly needed cap- 
ital can be used more effectively in other areas. 

Even though American investments are 
being nationalized in Cuba and Brazil, and 
are threatened by growing nationalism and a 
steadily rising tax burden in other countries, 
American private investments are flowing into 
any country that shows even the minimum 
degree of cooperation with foreign capital. 
South Peruvian Copper has invested some 
$230 million in the development of a large 
new mine in Southern Peru; Cerro de Pasco, 
Anglo-Lautaro Nitrate, and American and 
Foreign Power are planning at present well 
over $200 million worth of investments in 
Chile; another $200 million is being invested 
by American companies in Argentina. 

But with the population of Latin America 
growing at an average rate of about 3 per cent 
annually, the production of goods and services 


would have to increase by 5-6 per cent for the 









great mass of the people—not merely the few 
who will be employed in the new factories— 
to experience a material improvement in their 
standard of living. Only Mexico has been able 
to maintain in recent years such an extremely 
rapid rate of growth, and while United 
Nations experts calculate that a similarly high 
rate could theoretically be achieved through- 
out Latin America, institutional and cultural 
obstacles, aside from lack of capital, make it 
highly unlikely. After all, the United States 
has grown by only about 2's per cent annually 
during the past fifty years, and the most op- 
timistic estimates for the next fifteen years 
anticipate a growth rate of about 5 to 5% per 
cent. A rapid advance in the standard of liv- 
ing of the great mass of the people of Latin 
America in the immediate future is thus quite 
unlikely, despite all the potential resources of 
the continent. 

The United States and the responsible 
elements in Latin America should face this 
fact. There should be much more emphasis 
on the need for tremendous efforts to achieve 
the goal than on the goal itself—a high stand- 
ard of living—which is at the end of a long, 
hard road. 


Lack of U.S. Interest 


If Latin Americans complain that the U. S. is 
taking them for granted, they have in mind 
not only the fact that more foreign aid has 
been given to Europe and Asia, but also the 
facts that the majority of the American people 
know little and seemingly care little about 
the problems that face their neighbors to the 
South. Latin Americans themselves are ap- 
palled by the refusal of the United States to 
recognize the dangers of the Latin American 
powder keg. 

Many Latin Americans are hypersensitive 
in suspecting that North Americans might 
treat them as “colonials.” Under these circum- 
stances, it seems amazing that so many Ameri- 
can business representatives and diplomatic 
and consular officials have only a rudimentary 
knowledge of Spanish or Portuguese when 











they arrive at their Latin American posts, and 
that so many wives do not bother at all to learn 
the languages adequately. Americans, both 
government officials and businessmen, are 
often accused of being clannish. The charge is 
largely unfounded, but it is widely believed, 
and the Russians, who make it a point to mix 
freely with the “common people” — namely 
union leaders—and with intellectuals; and the 
Germans, who frequently marry Latin Ameri- 
cans and use Spanish and Portuguese in their 
homes, are often at an advantage. 

A German manufacturer who came to Rio in 
the early 1950's and has since amassed a for- 
tune running into millions, proudly refers to 
himself as a Brazilian (“It’s the only way to do 
business here”) and his children speak Portu- 
guese. The vice-president of a well-known 
American corporation, on the other hand, who 
has lived for more than thirty years in Brazil 
and who owns a beautiful home in Rio, re- 
marked in the presence of prominent Bra- 
zilians that he looked forward to his retirement 
in two years when he would be able to go 
“home.” The man may not be typical of Ameri- 
can businessmen in Latin America, but his off- 
hand remark illustrates the opinion that many 
Latin Americans have of American busi- 
nessmen: “Grab the money and run,” as a 
prominent Peruvian attorney and APRA sym- 
pathizer put it. 

Paul Shaw, a long-time American resident 
in Rio and a well-known columnist of the 
Brazil Herald wrote a few months ago that 
the old refrain of “God’s own country, where 
the plumbing works and the plumbers get 
more money than the professors” can do more 
harm than good in the Latin America of today. 


The Question of Public Relations 


We cannot buy Latin American friendship; 
we cannot lift Latin America, by means of for- 
eign aid, out of its present troublesome stage 
of development, but American capitalism, 
represented south of the Rio Grande by 
American corporations, can lend a helping 
hand. Customer relations, emphasized so 
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much in this country, are infinitely more im- 
portant in Latin America. As a prominent Sao 
Paulo manufacturer who has close ties with 
the United States remarked: “If American cor- 
porations want to get rid of an obnoxious vice- 
president, they always seem to transfer him 
to a foreign subsidiary.” This is undoubtedly 
not the case, and in some countries—the oil 
companies in Venezuela are possibly the best 
example—American corporations have done an 
excellent public relations job. A similarly good 
job could and should be done by American 
enterprise throughout Latin America. For in- 


‘stance, why not establish a scholarship pro- 


gram geared to the Rhodes Scholar level for 
promising Latin American students to study 
in the United States? Why not establish chairs 
at Latin American universities to be occupied 
by prominent American exchange professors? 
Such programs should be handled not through 
official channels, huge bureaucratic machines 
of a government agency or foundation, but as 
much as possible on a personal basis, with the 
officials of the American companies taking a 
personal interest in the candidates. After all, 
one of the reasons for the program is to estab- 
lish a more human and personalized image of 
American capitalism and to develop close per- 
sonal contacts between American business and 
the Latin American leaders of tomorrow. 
There are other ways of investing relatively 
small amounts effectively and intelligently in 
Latin America. Considering the millions that 
the United States spends every year on na- 
tional defense, it should be possible to expand 
considerably the services of the Cultural Cen- 
ters in Latin America, most of which are 
popular with the people, without adding to 
the burden of the American taxpayer. Com- 
pared with the stream of Fulbright scholars 
and other exchange programs that tie the 
United States to Europe and Asia, the number 
of American scholars in Latin America is rel- 
atively small, undoubtedly partly because 
some Latin American institutions are suspi- 
cious of Trojan horses, the introduction of 
ideas that do not coincide with the prevailing 
Marxian-interventionist pattern of thought. 
Our cultural propaganda seems to suffer 
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from a fundamental psychological error. We 
have tried to dazzle the people of the under- 
developed countries with our riches, with pic- 
tures of suburban homes, of rows of shiny cars 
around modern factories, of functional kitch- 
ens. Now we are in danger of being caught 
short with our materialistic propaganda, be- 
cause the Russians, who were underdeveloped 
themselves only a few years ago, proclaim 
through magazines and exhibits such as the 
trade fairs in Mexico and Havana that they 
will soon beat the U.S. in the production race. 
Even though this claim is manifestly wrong, 
the Latin American Communists only have to 
quote some of the plaintive statements of 
members of Congress to “prove” that Amer- 
ica fears the productive capacity of the ussr. 


Rather than dwell upon the vast difference 
in standards of living between the United 
States and Latin America, we should empha- 
size the facts that, 150 years ago, both hemi- 
spheres consisted of poor and underdeveloped 


countries and that the United States is today 
a highly industrialized and rich nation not 
because of foreign aid and welfare state pro- 
grams, but because of hard work and great 
sacrifice on the part of generations of U.S. 
citizens. Unfortunately, many of the U.S. 
citizens one meets in Latin America seem to 
have little faith in free enterprise. As one 
American associated with a United Nations 
agency put it in an extreme form, “I like to 
think of Latin American economic develop- 
ment as following more or less the pattern of 
our OWN TVA." 

Why do we lack the courage to give other 
nations the formula by which we ourselves 
grew? We cannot cure on short notice all the 
ills that plague Latin America, but we can at 
least prove our sincere interest in the problems 
of the southern hemisphere. Personal interest, 
if it can break through the hard shell of gov- 
ernment and corporate bureaucracy, is often 
more effective than dollars in winning friends 
abroad. 


N O NATION can feel friendship towards another if it does not know it. 
. we must place ourselves in a position to perfectly understand the 
very peculiar conditions of settlement and growth of Latin-America, 


before we can hope to obtain any fair estimate of present day Latin 


America. 


These conditions were very different to those that have been 


found in Anglo-America. . 


.. When this point becomes apparent to all, 


then I shall expect to see another attitude towards our people. I con- 


tend that the average Anglo-American does not appreciate us because 


he invariably wants to measure us by his own standards, regardless of 


the fact that those standards do not happen to fit our special type of 


humanity. 


—Senor Don Federico A. Pezet 
CLARK UNIVERSITY ADDRESS, NOV. 1913 
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MOTIVATING THE BOSS 


The Key to Executive Development 


7 1THIN the next five years, one third of 
W my department heads will retire, and 
I don’t know where to get the replacements,” 
the president of a medium-sized utility com- 
pany said recently. “We have had a full-scale 
executive development program that the per- 
sonnel people have been riding herd on for 
several years, but I can’t see any results.” 


Further discussion with this executive, how- 
ever, disclosed that his efforts at planning 
replacements had so far been limited to ap- 
proving the program and making a speech 
to his executives about self-development. 
Investigation showed that present depart- 
ment heads did not believe in the program 
that had been established, considered it too 
time-consuming, thought that it took them 
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away from their operating responsibilities, 
and, hence, were not relating it to the com- 
pany s operations. 

The president who made these comments 
understood one vital principle, that a big 
difference between successful and unsuccess- 
ful executive-building may be the involve- 
ment and drive of the executive or near- 
executive himself. He did not understand that 
enthusiasm of this sort does not start by itself; 
it needs the encouragement of someone whose 
influence is important. 

The top management of this company be- 
lieved (and rightly so) that the primary 
function of any business enterprise is to con- 
duct operations profitably, not to develop 
executives. But they failed to realize that 
finding and training managers is a key (if 
not the key) to the maintenance and expan- 
sion of profitable operations. 

Developing executives is a slow process. 
There are many techniques that can be used, 
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but all of them are designed to accomplish 
one major objective: to build an executive 
into a better executive by widening his ex- 
decision-making 
skill, and strengthening his ability to under- 


perience, sharpening his 
stand and put together the pieces that make 
up a business. A good executive will do so 
in a way that will lead to profitable oper- 
ations. 


PROGRESS IN TECHNIQUE 


Much has 


development. 


about executive 
literature has 


been written 
Management 
reflected grave concern over the short supply 
of potential business leaders. Considerable 
public and private effort has gone into the 
formulation and application of philosophies, 
programs, courses, and tests to find and de- 
velop executives. Psychologists have devel- 
oped executive recruiting programs; pro- 
fessional societies have often become 
swapping-grounds for exchanging résumés 
and job openings; professional magazines have 
studied and analyzed executive backgrounds, 
behavior, interests, and hobbies. 

All this has been to the good. Attention 
has been focused on the need; useful tech- 
niques have been discovered and communi- 
cated; and as a result, some top executives 
have been developed who might otherwise 
have remained buried in positions requiring 
less than their full capacities. Many chief 
executives in this country have come up the 
same way; presidents who started out shovel- 
ing coke in the foundry and managers of 
field offices or branch plants who started 
as clerks or as claims adjusters are not uncom- 
mon. But for every one of these who became 
an executive, there are hundreds, with per- 
haps the same intelligence, the same _ per- 
sonalities, and the same potentials, who have 
not. 

THE 


BASIC PROBLEM 


What then is the problem? Why are execu- 
tives still in short supply? Why are the avail- 


able techniques not used effectively enough 


to ensure an adequate and continuing source 


of business managers? If the potential is 
there, why can't it be utilized? The answer 
suggested by the chief executive of a truck- 
ing company was that any man with potential 
and the drive to bring himself to top manage- 
ment’s attention could succeed—as long as 
top management's attention was focused in- 
side and down. So it may be true that lack 
of concern—continuing, tireless concern—may 
inhibit the opportunities of people down the 
line. 

Others have suggested that business is 
becoming increasingly complex and that not 
all human beings can develop fast enough 
to keep up; that the courage, risk-taking, and 
enterprise necessary in an executive are being 
replaced by an obsession with security, 
stability, and conformity; and that a sha-ply 
increased standard of living has provided so 
much material well-being that dissatisfaction, 
the prime motivation for progress and ambi- 
tion, is rapidly disappearing. 

These conclusions are difficult to accept. 
Man seems able to grasp ever-expanding 
horizons of complexity. To the cave man 
the wheel and fire were objects of greatest 
perplexity; to King Richard the Lion-Hearted 
the written word was more than he could 
comprehend; and many of today’s managers 
view electronic computers with fear and 
uneasiness. There is also some evidence that 
new business starts are falling off, not be- 
cause of less adventurousness, but because it 
takes increasingly more money and more 
paper work to start an enterprise. And the 
infinitely expansive nature of human wants 
overcomes the satiation of demand and the 
alleged loss of ambition resulting from a high 
standard of living. 

We are not persuaded that lack of motiva- 
tion or ambition to become capable managers 
is the key problem; but lack of opportunity 
and top management interest may be. The 
complexity of industry, the general desire for 
economic security, and the contented state 
of the economy make it difficult for the man 
with potential to get his head above the 
crowd, especially if his superior puts no pre- 
mium on this. Top management encourage- 
ment has to be an active thing; it cannot be 
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merely the statement of a policy of encourag- 
ing employees to qualify themselves for 
better positions. 

In brief, the real problem is getting those 
in a position to do the job of developing exec- 
utives to work at it; the techniques for build- 
ing business leaders can have no real value 
unless the boss is motivated to use them. 
By boss we mean not just the chief executive, 
but every independent manager down the 
line who has responsibility for people’s work 
and whose subordinates are not regularly ex- 
posed to headquarters or the front office. This 
includes managers of branch plants and 
sales offices, regardless of how little operating 
authority they may have. 


The Roots of the Problem 


[In our competitive society, material achieve- 
ment has long been the main standard of 
success. Recognition of personality, genius, 
scholarship, artistic ability, and idealism is 
usually subordinated to respect for practical 
results. In the business world, it is axiomatic 
that the successful corporate executive is 
most often one who builds profits, not one 
who builds people. It is true that building 
people can be one means of expanding profits, 
but it is not the usual standard by which 
performance is measured, nor the one that 
the stockholders will strongly support. 

In the face of the prevailing standard, it 
is hard to criticize the man who devotes more 
attention to increasing profits than to devel- 
oping executives. At the root of a manager’s 
failure to use the techniques available for 
building people is his consuming concern 
with current profits. His performance at a 
given instant will be measured largely by 
the current profit and loss statement; he is 
likely to test his immediate personal success 
by the size of his compensation, not by his 
contribution to the growth of his subordi- 
nates. 

Is this wrong? If an enterprise is estab- 
lished to make money, or to provide a service, 
or to serve the community, why shouldn't 
the top man make these his own principal 
objectives? Why should he devote more time 


and effort to developing executives, when the 
scope and pace of current economic and 
political activity give him more than enough 
to do? Could he delegate this executive de- 
velopment function to someone else? These 
questions can best be answered by consider- 
ing what an executive stands to gain if he 
does concentrate on developing people and 
what he is likely to lose if he avoids this job. 


SUPPORT FOR PARTICIPATION 


The thesis that the key to executive devel- 
opment is motivating the boss to active parti- 
cipation is supported by three propositions: 


1 The growth and profitability of an en- 
terprise depend heavily on the long-range 
planning capacity of its management. 

2 The ultimate measure of an executive's 
success is the usefulness and long-term value 
of what he leaves behind. 

3 Subordinates will not undertake active 
change or self improvement without support 
from their superiors. 


Planning for Long-Term Growth 


It has been said that, in the field of govern- 
ment, the principal obstacle to effective pub- 
lic administration is the four-year term of the 
president. This is an obstacle the corporate 
executive typically does not face. He can plan 
many aspects of company, division, or plant 
operations for years ahead, confident that 
continuity, or inertia, will permit them to be 
carried out. 

Excessive emphasis on current short-term 
profits, however, limits the extent to which 
long-range growth can be considered. If the 
success of a modern corporation is largely 
dependent upon practical and effective plan- 
ning, the responsibility for planning falls 
logically on the top executives. Their func- 
tion is to provide not only for adequate day- 
to-day results, but for continuing and ex- 
panding profits. 


The long-range planning function must 
necessarily include careful attention to the 
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development of executives capable of direct- 
ing a business that is larger and more com- 
plex than the present one. The current man 
at the top, if he is to provide properly for 
long-range growth, must ensure that he builds 
even more competent executives than are 
presently needed. 

The significance of this requirement is seen 
in the degeneration and ultimate disposal of 
many family businesses in which the founder 
has not ensured that his heirs are capable 
of handling a larger enterprise than he him- 
self began. In one small machine-tools com- 
pany, the founder died suddenly. Only the 
heroic and unexpected efforts of an in-law, 
who was assumed to have no talent at all, 
forestalled complete chaos and permitted 
orderly and profitable sale of the company. 
The founder’s concern with building a prof- 
itable business had left no room for the de- 
velopment of a sound executive structure, 
and his death forced disposal of the com- 
pany, even though it turned out to be an 
orderly one. 

Concern with building sales and _ profits 
now and postponement of attention to build- 
ing people until later is natural. Long-range 
consideration of company well-being requires 
a reversal of this position, however, and this 
can be instigated only by the manager who 
is willing to devote the necessary effort to 
providing for the perpetuation and expan- 
sion of his business. 


The Measure of Success 


It is not difficult to accept the concept that 
a business will benefit if its top executive pro- 
vides for its future managerial needs, even 
at the expense of attention to current profits. 
It is much harder to accept the idea that an 
executive himself will be better off, in the 
long run, by concerning himself with building 
people. 

The fact that a manager's performance is 
measured by current results is not the only 
factor that is likely to cause him to oppose, 
at least subconsciously, the building of execu- 
tives. Rather than ensure that his subordinates 
will grow, the executive may actually restrict 


their growth for a variety of reasons. The 
executive may be jealous of or uneasy about 
capabilities greater than his own; he may 
resent a rate of progress that exceeds his, 
or a youthful flair for handling responsibility 
evident earlier than was his own; he may be 
reluctant to relinquish authority, particularly 
if he anticipates a number of years of active 
work for himself or has any doubts about 
subordinates; he may fear the diminishing 
of his reputation as a result of the growth of 
the reputation of his subordinates. 

These are natural reactions. Analysis of any 
individual will reveal one or another of the 
human weaknesses—pride, jealousy, insecurity 
—that result in an unwillingness to accept the 
responsibility for providing for his own re- 
placement and the replacement of those on 
whom he depends for current success. 

For many executives, preoccupation with 
these considerations, as well as with the more 
legitimate and socially accepted ones such 
as increasing profits and sales, obscures the 
lasting advantage of building people. Few 
executives are so successful at building profits 
and amassing wealth as to ensure that such 
achievements will be remembered for long; 
Morgans, Rockefellers, and Fords are rare. 
An executive who is recalled as outstandingly 
successful is probably placed in this category 
because he has developed the organization 
through people who rely on his training and 
leadership to manage their affairs and those 
of the company successfully. 

As a measure of success, the building of 
people to stand as conspicuous and productive 
symbols of an individual’s achievements is 
much more easily attained by top men at 
all levels than are some of the more commonly 
recognized success symbols, such as _ profit- 
building and personal wealth. This obser- 
vation becomes even more meaningful as the 
professional manager (who may have little 
or no share in the ownership of a business ) 
replaces the owner “captain of industry” in 
making the day-to-day decisions that spell 
the difference between success and _near- 
success. The economic facts of life—income 
taxes in particular—have made empire build- 
ers infrequent exceptions to the rule. 
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As a result, top men in business today have 
limited opportunity to achieve the success 
that is measured by the size of the businesses 
they build or the size of their estates. Despite 
this fact, few appear to recognize that failure 
to provide a “living legacy” in the form of 
trained people limits the extent to which their 
achievements, ideas, and philosophies will be 
carried on after their own active participation 
ceases. Current operations may also suffer, 
since lack of attention to executive develop- 
ment may put a damper on subordinates’ in- 
centive, or cause them to leave before their 
real contributions are made. 


Support from the Top 


People are inclined, on the whole, to be 
modest and to underrate themselves, even 
in their own minds. It requires faith in their 
potential and a measure of inspiration to bring 
them to recognize what they could achieve, 
and stimulate them to strive for it. 

The executive who recognizes the basic 
importance of executive development to his 
business and to himself will actively encour- 
age the progress of his promising employees. 
He will keep abreast of new techniques, such 
as appraisal ratings, replacement tables, and 
coaching, and will utilize them constructively. 
But he will also recognize that the tools and 
techniques for building a business through 
people are really not as important as the 
underlying philosophy. The significance of 
this management cliché becomes apparent 
when top men at all levels begin to recognize 
that executive development is not a job that 
can be delegated to the personnel director or 
the vice-president for administration; it is a 
job that every manager must do for himself. 
The bank president who knows each of his 
employees by name has no right to be proud 
of this fact unless he also knows a good deal 
more: What are the individual employee's 
capabilities? Where is he going? What will 
it take to get him there? And most important, 
does he know it? 

Interestingly enough, this inventory of em- 
ployees’ abilities and potential will make pos- 
sible a more thorough planning job. It will 


stimulate constructive thinking about such 
questions as where an organization will be 
in two months, or two years; what kind of 
people are necessary in order to get there and 
to stay there; whether these people are in the 
organization now; or where they may be 
found. Hiring experienced men from the open 
market is a legitimate business technique, but 
the prudent manager does not rely on it. The 
two-man hot-dog stand owner assumes that 
he can get better talent than he has by paying 
a little more. The 200-man electronics com- 
pany, however, would be better off in as- 
suming that executive development, not 
higher salaries, is the key to progress. 

The president with the problem described 
at the beginning of the article—that of re- 
placing his retiring department heads—should 
have been doing far more than approving a 
program and making speeches. He should 
not have limited himself to appraisal of his 
key subordinates’ sales results or success in 
cost control. He should have considered the 
degree to which they were building for the 
future of their organizations and their people, 
setting tough goals for promising subordi- 
nates, analyzing their strengths and weak- 
nesses, and providing for corrective and devel- 
opmental training. It was clear, however, that 
the company’s executives would adopt this 
policy only if the president convinced his de- 
partment heads (and, in effect, himself) that 
the business would be better off in the long 
run if attention were given to these factors. 


THE SOLUTION 


The boss sets the pace and the organization 
reflects his attitude. If he sincerely believes 
that one of his principal responsibilities is 
building people—and works at it—the job will 
be done, to his own benefit and that of the 
enterprise. Despite elaborate executive devel- 
opment programs and verbal manifestations 
of top-management interest, little of lasting 
value will be accomplished without this be- 
lief. Conversely, even with rudimentary tech- 
niques, effective development of people is pos- 
sible and probable if the top man believes in 
it and gives to it at least as much time and 
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attention as he devotes to other activities. 
How does he go about it? Or, if he is failing 
to realize the need, how can a younger execu- 
tive motivate him to consider the development 
of people as an important, if not critical, job? 
This question can be approached from two 
viewpoints. 


The Top Executive's Viewpoint 


What can the top executive do to demonstrate 
and carry out his belief in the importance of 
developing people? He may use any of several 
approaches: 


Devoting time to direct and _ personal 
training by keeping up with what younger 
executives are doing, coaching them on 
promising projects and ideas, and _ periodi- 
cally reviewing their progress. 

Finding ways to observe directly how 
people perform through assigning them to 
special projects or to short tours of duty 
in the executive or division office, or by 
making them personal assistants to key ex- 
ecutives for limited periods. 

Insisting that people be promoted as 
rapidly as their abilities will permit, rather 
than following conventional seniority pat- 
terns. The occasional promotion of an able 
young executive over the heads of others 
can have a dramatic impact on motivation. 

Taking 


with limitations from becoming obstacles to 


aggressive steps to keep people 


the promotion of others by encouraging 
lateral movements or by limiting the dura- 
tion of assignments of promising men as 
subordinates to managers who have reached 
their capability ceilings. 

Reviewing compensation arrangements 
and forms continually to be sure they are 
producing the expected results; recognizing 
that people respond to different stimuli and 
that selective use of a variety of forms of 
compensation and status symbols can har- 
ness individual drives and personal motives. 

Bringing in from the outside people 
whose new ideas and ambitions show the 
younger executive that ability, interest, and 
initiative will be recognized, no matter 


where they are found. 


The Younger Executive's Viewpoint 


On the other hand, what can the younger 
executive do to stimulate his superior to 
greater concern over developing people for 
the future? Tactfully used, the following ap- 
proaches provide a range of opportunities: 


Writing articles on executive development 
to demonstrate concern about personal 
growth and ways to achieve it, and making 
sure they are seen by the boss. 

Initiating demands for coaching, rotation, 
and periodic evaluation to assure that there 
is no confusion about personal interests, 
aims, and progress. 

Insisting on room for growth by identify- 
ing and expressing interest in functions, po- 
sitions, or locations that offer opportunities 
for development. 

Finding out what motivates the higher 
executive and demonstrating to him that by 
encouraging his employees to assume more 
responsibility, he will have more time for 
those things he needs and likes to do. 

Volunteering for special projects or studies 
that promise to broaden him through his 
learning new skills, meeting new problems, 
or contacting new people. 

Bringing in new ideas constantly, even 
at the risk of having many of them rejected. 
This will demonstrate that originality and 
initiative still exist in the organization and 
that the executive will not need to look 
elsewhere for his future managers. 


Viewed separately or undertaken sporadi- 
cally, none of these approaches is earth-shak- 
ing. The motivation of present executives and 
the development of new ones is a long process. 
Immediately discernible results from any one 
or even several actions are unlikely. Persistent 
effort, tact, and perception are necessary for 
executives who seek to stimulate the develop- 
ment of people in their organization, and for 


those who want to motivate their superiors to 
increase their emphasis on this activity. Al- 
though there is no easy way to achieve the 
objective, no other program is likely to pay 
off as well. 















"N RECENT years, increasing use has been 
i made of business gaming or decision simu- 
lation as a tool for training individuals in 
decision-making in both industrial manage- 
ment development programs and in university 
courses. From all indications, the games will 
continue to increase in popularity. 

The case for the business game as a teaching 
tool rests on the unique ways that the game 
approximates actual business situations. An 
executive must make decisions requiring an 
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The Human Factor in Business Games 


ability to deal with and integrate interrelated 
aspects of a business; decisions that often must 
be made under conditions of uncertainty and 
pressure of time; and decisions that are formu- 
lated and implemented in a complex of inter- 
personal forces and divergent opinions, beliefs, 
and attitudes. Structured around a model of 
selected aspects of a business situation, the 
business game offers the players the opportu- 
nity to make these decisions under simulated 
conditions. 


In the current use of management games, 
emphasis is placed upon analysis of the 
economic-quantitative data produced; rela- 
tively little attention has been focused upon 
interpersonal forces at work within the gam- 
ing groups. The purpose of this article is to 
explore the possibilities that management 
games offer for providing a learning situation 
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in which all of the significant factors affecting 
managerial decision-making can be consid- 
ered. These include not only the economic and 
quantitative factors, but also the dynamics of 
decision-making groups at work and interper- 
sonal skills needed in 
making. 


effective decision- 

Decision-making in management games, as 
in the real world, requires the individual to 
deal with both human and nonhuman factors, 
which are, of course, interrelated. Participants 
must contend not only with quantitative busi- 
ness data, such as levels of sales and profits, 


pricing patterns, relationships between expen- 
ditures and marketing effectiveness, and the 
like, but also with a complex network of inter- 
personal forces. These forces have a bearing 


upon the productivity of the group and, conse- 
quently, upon the effectiveness of action taken. 
We are realizing more and more that manage- 
ment decisions are rarely, if ever, conditioned 
solely by purely logical thinking and analysis 
(if, indeed, there is such a thing). In reality, 
they are strongly influenced by the needs, at- 
titudes, feelings, and emotions of those who 
participate in their making. For example, one 
player may urge that a price reduction of ten 
cents be made during the next period of play, 
not because such a move is inherently logical, 
but because of his need to compete with an- 
other player, who has just taken the position 
that the price should be raised. A third player 
may retaliate because his ideas have been re- 
jected and oppose anything that is suggested. 

Before examining the interpersonal relation- 
ships within the management game, it will be 
helpful to review briefly the methods used in 
gaming. 


GAME STRUCTURE 
Many executives are familiar with the business 
game either from experience or, more likely, 
from the excellent articles that have appeared 
in business periodicals.’ 


' See, for example, E. W. Martin, Jr., “Teaching Execu- 
tives via Simulation,” Business Horizons, Il (Summer, 
1959), 100-109. 


A business game is basically a group exercise 
in sequential decision-making.’ Participants 
are divided into three to six competing teams; 
each team assumes the role of managing the 
simulated operation. After being briefed on 
the rules of the game, each team is given a 
period of time (usually from ten to thirty min- 
utes )* to make a variety of decisions for the 
hypothetical operation, such as pricing of 
product, advertising expenditures, number of 
salesmen to be hired, outlays for research and 
development, and so on. After decisions for 
the period have been made, they are turned 
over to the game administrators, who calculate 
operating results (either manually or by the 
use of an electronic computer ), and feed back 
this information to the participating teams. 
This cycle of decision-making and feedback of 
results is repeated until one or more hypotheti- 
cal years of operation have been simulated. 
Teams are often required to chart their results 
as play progresses; these results are discussed 
and analyzed in the critique session that fol- 
lows the game.* 


CURRENT EMPHASIS 


In addition to emphasis on economic data dur- 
ing the game, discussion in the postplay 
critique sessions is usually heavily oriented 
toward such matters as: What was the effect 


* Games can be played on an individual basis, but most 
sessions call for competition among groups. This article is 
based on group play. 

‘This period usually represents a month or a quarter of 
simulated operations. 

‘ Although a variety of management games has been de- 
veloped for different training situations, most of them seem 
to be geared to providing a dynamic synthetic experience 
in sequential decision-making, coupled with feedback and 
analysis of results. Some games emphasize the external 
aspects of management and provide competition in a par- 
ticular market. Others simulate internal phases of a busi- 
ness operation, such as production scheduling or inventory 
control, and each team attempts to operate the particular 
operation more efficiently than the others. Some games 
deal with no specific industry or product, while others are 
oriented toward some phase of a particular industry, such 
as food retailing or tire marketing. Some games are geared 
toward the problems faced by top management; others 
deal more with middle or lower management decisions. 
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of Company A’s dramatic change in pricing 
policy during the first quarter of year II? How 
did the other companies counter this strategy? 
What effect did Company B’s erratic expendi- 
tures on research and development have upon 
the results of game play? How sensitive was 
the market to advertising and promotional 
expenditures? 


As appropriate as these questions may be, 
one wonders how they can be answered effec- 
tively unless adequate attention is given to the 
social-emotional climate of the game. Some 
users of games have attempted to overcome a 
one-sided emphasis on the economic factors 
by focusing the attention of the participants 
upon the human data generated during play. 
Outlines for analysis of the game play that are 
given to the participants as a framework for 
discussion in the critique sessions will raise 
such questions as: What patterns of leadership 
evolved within the group as play progressed? 
Were there any struggles for leadership? If so, 
how did they influence the company’s decision- 
making? Although some insight seems to be 
gained by such an approach, the authors have 
generally found that these discussions have 
been carried on at a superficial level. In re- 
porting on the evaluation of and competition 
for leadership, for example, responses such as 
the following are fairly typical: “We chose Joe 
as leader because he has played one of these 
games before. He did a pretty good job, but we 
werent really very well organized. We didn’t 
have enough time.” 


Less frequently, game administrators will 
attempt to focus attention upon the group 
dynamics aspects of decision-making by ar- 
ranging for an individual (either participant 
or trainer ) to sit with each gaming group dur- 
ing play as an observer. At various points 
during play and/or afterwards, this individual 
may be called upon to feed back information 
to the group about its behavior as a basis for 
discussion and analysis. As will be indicated 
later, such an approach may have merit. 


One other observation should be noted 
concerning the nature of the feedback and 
analysis of interpersonal data in most gaming 





sessions. Almost invariably, emphasis is upon 
patterns of group development rather than the 
individual’s behavioral patterns, roles taken, 
or techniques of relating to other members of 
the group.” For example, only rarely would one 
encounter a discussion of “fighting back” when 
a player’s ideas are rejected by others and of 
other possibly more appropriate behavioral 
responses that he might develop in such situa- 
tions. 


THE INTERPERSONAL FORCES 


The Group as a Learning Medium 


Although there are many group participation 
approaches in use today for training in human 
relations, most of them seem to be geared 
towards developing the individual's insight 
(knowledge of his own needs, values, and 
feelings and of their manifestation in his overt 
behavioral responses to interpersonal situa- 
tions ), empathy (social perception, or ability 
to take the role of others), and knowledge of 
human relations principles and of the dynam- 
ics involved in group behavior. 


Implicit in the use of these approaches are 
certain assumptions concerning the effective- 
ness of the small group as a learning medium. 
A mounting accumulation of research indi- 
cates that the behavior, attitudes, beliefs, and 
values of an individual are grounded in the 
groups to which he belongs socially. How ag- 
gressive or cooperative he is, how much self- 
respect and self-confidence he has, how pro- 
ductively he works, and what he believes to be 
true are all characteristics highly influenced by 
his group memberships. In view of this condi- 
tioning role of group membership, it has been 
reasoned that participation in other groups 
may induce an individual to change these and 


5 A key question that must be resolved in most kinds of 
training situations where human data is analyzed is that of 
how much attention should be placed upon individual 
behavior as opposed to group behavior. An ever present 
danger is that discussion too personal in nature or touching 
upon an individual’s deep-rooted personality problems 
may produce a traumatic reaction. 
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other characteristics in positive directions; re- 
search indicates that such changes do occur. 

For the individual to discard some of his 
present behavior, beliefs, and values in favor 
of others that may be more adequate, certain 
conditions must be present. First, the learner 
must feel free to reveal to the group his pres- 
ent attitudes, feelings, and beliefs, for as long 
as an attitude is private, it is difficult to test for 
adequacy. Second, it is important that the in- 
dividual receive information that will enable 
him to perceive more accurately and /or over- 
come inadequacies in his present beliefs and 
behavior. A central problem here is that the 
individual is threatened considerably by re- 
ceiving information that may bring his present 
behavior under critical review. Consequently, 
the feedback must be given in a low-threat 
situation if it is to produce an increased under- 
standing of his relationship with others. Third, 
it is important that the learner, once he has 
become aware of his inadequate interpersonal 
responses and of possibly more appropriate 
ones, have an opportunity to test his new be- 
havior for how well it satisfies his needs. 

With this framework in mind, let us analyze 
the learning potential of the gaming group. 


Ego Involvement: Promise or Danger? 


In general, management games seem to gen- 
erate a greater degree of ego involvement 
among participants than most other group 
training approaches. Notwithstanding the 
fact that the hypothetical business world rep- 
resents a considerable oversimplification of 
reality, the decision-making environment that 
develops during play is usually sufficiently dy- 
namic and complex to foster deep engross- 
ment. 

Trainers who work with groups that display 
considerable apathy toward most training ef- 
forts have been quite pleased by the deep in- 
volvement created in gaming sessions; and it 
is a generally accepted view that a high degree 
of participation and involvement are impor- 


tant contributors to effective learning. If there 
is too little involvement in the training it is 
doubtful that any really significant learning 
takes place. In some role-playing situations, 
for example, considerable artificiality is pres- 
ent, and participants find it very difficult, if not 
impossible, to put themselves into the roles 
they are being asked to play. 


On the other hand, however, it may be that 
too much involvement takes place in manage- 
ment games, and that, consequently, the indi- 
vidual cannot lower his defenses sufficiently to 
accept feedback from others in the group on 
the adequacy of his behavior, beliefs, feelings, 
or attitudes. Gaming sessions are often highly 
competitive. Considerable attention is given 
by the participants to “winning” or “losing,” 
regardless of de-emphasis on the part of the 
trainer, and a high degree of excitement and 
anxiety seems to be exhibited by many partici- 
pants. Considerable overcompetitiveness, hos- 
tility, and defensiveness often prevail within 
a company group during the decision-making 
periods. Participants have been known to liter- 
ally run to meet the umpires with the latest re- 
sults; they will frequently stay up most of the 
night after a series of sessions, analyzing and 
reanalyzing their data in order to surprise their 
competitors with a dynamic new strategy the 
following morning. In short, a valid question 
may be raised as to whether the competitive 
nature of management games, as they are fre- 
quently conducted, may not prevent creation 
of an atmosphere that is sufficiently non- 
threatening to be conducive to real learning. 
This question may be raised in relation to all 
the areas of game learning, but perhaps espe- 
ciaily toward the area of interpersonal rela- 
tionships critical to effective decision-making. 


There are several possible approaches that 
may minimize this danger and make the man- 
agement gaming group a more effective me- 
dium for promoting learning. Some users of 
games (for example, the American Manage- 
ment Association) provide participants with 
an opportunity to engage in one or more prac- 
tice rounds of play before beginning the main 











portion of the simulation exercise. Such prac- 
tice periods create a more favorable learning 
climate by lowering initial threat from ex- 
posure of inadequacies because they are only 
trials. In addition, group cohesiveness is en- 
hanced through the experience of working 
with and relating to the other members of their 
group in a learning period. 


The pressures and tensions placed upon 
gaming participants may also be lessened, 
thereby providing a less threatening learning 
situation, by allotting more time for making 
decisions. Although an overabundance of time 
will cause boredom and loss of interest among 
participants, it may well be that much of the 
potential value of management games is now 
being lost because too much is being crowded 
into too short a time; sometimes, for example, 
decision periods are limited to six or eight 
minutes. 


More adequate preparation for simulation 
play is still another way in which a more con- 
ducive climate for the examination and analy- 
sis of decision-making behavior, including 
interpersonal relationships in gaming groups, 
may be created. If participants are to develop 
insight into interpersonal and group forces, it 
seems imperative that they be provided with 
some framework for the analysis of such data 
prior to the game. Lectures and discussions of 
some of the more theoretical aspects of human 
relations, for example, might be coupled with 
participation in group role-playing situations 
under conditions less competitive than those 
of the game to provide an excellent point of 
departure for later analysis. In such an ap- 
proach, the groups probably should be organ- 
ized as they will be in the game, so that—as in 
the practice sessions suggested above—each 
individual will have additional opportunity to 
work with other members of his gaming team. 






Human Versus “Nonhuman” Data 


During the past thirty years, a growing em- 
phasis has taken place in management circles 
upon the human relations aspects of organiza- 
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tional behavior. Recently, however, somewhat 
of a counterreaction to this trend has been de- 
veloping, and views have been expressed that 
perhaps too much emphasis has been placed 
upon human relations per se. It is suggested 
that the human factor in management cannot 
be considered by itself, and that it should not 
be forgotten that there exists at all times within 
the organization a dynamic interaction be- 
tween people and “things.”® 


Management games seem to provide an ex- 
cellent medium for focusing attention upon 
and helping develop insight into this dynamic 
interaction. The complex interrelationship 
between the human forces in the decision- 
making process and the “nonhuman,” quanti- 
tative, economic data (such as prices, mark- 
ups, inventory levels, and the like with which 
the executive must deal day in and day out on 
his job ) are vividly portrayed in the simulation 
experience. To a greater degree than in most 
training situations, the participant in a busi- 
ness game can usually clearly see the effects 
of dissension, overcompetitiveness, or bitter 
antagonisms within the group upon team pro- 
ductivity and successful operating results. 
Similarly, an opportunity is provided for an 
examination of the effects of operating success 
and/or failure upon group cohesion, morale, 
and the like. How does the group react, for 
example, when it loses $100,000 during a par- 
ticular period of simulation play? Do some of 
the members of the group take an “I told you 
so” approach and point out to others that “If 
you d only listened to us and lowered the price 
of our product ten cents more last quarter, we 
wouldn't be in this mess!” Or, are members of 
the group able to accept setbacks realistically 
and take more constructive approaches for 
improving their position? 

That there is a profusion of both human and 
nonhuman data generated in the group, how- 





® For an excellent analysis of some of the influences of 
technological environment upon the behavior of industrial 
work groups, see Leonard R. Sayles, Behavior of Industrial 
Work Groups (New York: John Wiley and Sons, Inc., 
1958). 
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ever, may be a mixed blessing. A real question 
may be raised as to whether an individual 
can effectively handle both of these two quite 
distinct (although admittedly mutually inter- 
related) kinds of analysis at the same time; 
especially in view of the considerable thought 
usually demanded for the treatment of the 
economic data if an adequate job of decision- 
making is to be done. Can the individual dig 
deeply into such complex factors as sensitivity 
of the market to price or optimum inventory 
levels, for example, while at the same time 
examining his own feelings, beliefs, and rela- 
tionships with other members of the group? 

This danger of attempting to accomplish too 
many things at one time again raises the ques- 
tion of just how much time should be allotted 
to decision-making in management games. It 
also points out the necessity for the trainer to 
consider carefully what it is that he hopes to 
teach by the use of the games. If the objective 
of the simulation exercise is to focus attention 
upon the analysis of business data, perhaps 
little emphasis should be placed upon the 
interpersonal relationships and group forces 
in the decision-making process. If, on the other 
hand, a balanced emphasis of these two ob- 
jectives is desired, some of the preparation ap- 
proaches suggested previously should prob- 
ably be given special attention in the training 
program. 


Empathy and Management Games 


As indicated previously, group participative 
training is sometimes geared to the further de- 
velopment of the individual’s empathy or 
social perception. Although the concept of 
empathy is normally used to describe one’s 
ability to “take the role of others,” in general, 
it may also be used to describe an individual's 
sensitivity to the needs, beliefs, attitudes, and 
behavior of specific groups of individuals other 
than those to which he himself belongs. While 
management gaming may be a means of in- 
ducing development of participants’ empathy 
in the former sense (in much the same way as 


in other kinds of group learning situations), 
the tool seems especially appropriate for train- 
ing in sensitivity to the values, beliefs, feel- 
ings, and behavior of other specific groups. 
Common to the large industrial organiza- 
tion is the problem of interdepartmental com- 
petition, squabbling, and conflict of interest. 
From the point of view of the production con- 
trol department, for example, failure to meet 
production schedules is frequently caused by 


the “sales department’s unreasonable de- 


mands,” while in the eyes of the sales depart- 
ment the problem is largely one of “poor plan- 
ning and haphazard organization on the part 
of production scheduling.” By permitting man- 
agers in one phase of a company's operation to 
play a management game oriented to another 
area of the firm’s operation, an excellent op- 
portunity may be provided for the simulated 
experiencing of “the other fellow’s problems.” 


The Critique Session 


Current research indicates that the learner in 
a training group, once he becomes aware of a 
need to change his beliefs, values, or behav- 
ioral responses, must also have an opportunity 
to try out his new behavior if real learning is 
to take place. In view. of this, a serious ques- 
tion may be raised as to the effectiveness of 
gaming programs where several hours of simu- 
lation play are followed by a “one-shot” cri- 
tique session. Under such conditions, any 
feedback regarding the appropriateness of 
behavioral or attitudinal responses that may 
come forth in the critique would seem to be 
largely wasted, for participants have no op- 
portunity to try out new patterns of relating 
to the group. It is the contention of the authors 
that if gaming groups are to be successfully 
used as a change-inducing medium, continu- 
ous feedback must be provided participants 
throughout the simulation exercise. By placing 
an observer with each gaming group during 
each decision-making period and by allowing 
sufficient time between periods for feedback 
and analysis of the human data, participants 
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could be provided with an opportunity to learn 
more about the dynamics of the group at work 
as well as their own interpersonal skills and 
means of relating to others. 

There is another reason why the critique 
session as used today is not especially condu- 
cive to any real significant analysis of human 
relations data. Generally, participants from all 
gaming teams are assembled together into one 
large group for the critique session, after hav- 
ing spent many hours working with and 
building up a rather close identification with 
their own company group. Because of this 
close identification, their tendency is to defend 
the position of their own group, rationalize its 
behavior, and gloss over any real conflicts that 
may have existed among the membership, 
rather than to discuss frankly in the presence 
of the other competing groups any problems 
that may not have been resolved. Nor, of 
course, does this large “foreign group” com- 
posed of one’s former competitors provide the 


low-threat situation necessary for the revela- 
tion of one’s own inadequacies in relating to 
others. 


IN MANY ways, management gaming seems to 
be an excellent tool for developing the indi- 
vidual’s interpersonal skills and his knowledge 
of human relations and group dynamics. There 
are a number of problems that must be given 
careful consideration if the tool is to be em- 
ployed effectively with these objectives in 
mind. 


Much of the work in the field of manage- 
ment gaming has been devoted to the con- 
struction of the mathematical models around 
which the simulation exercises are structured. 
With many hundreds of management games 
now in existence, it seems that in the future 
more and more attention must be turned 
toward examining closely the kinds of learn- 
ing that may be induced in the gaming group. 


W nmsaves progress ends, decline invariably begins; but remember 
that the healthful progress of society is like the natural life of man—it 


consists in the gradual and harmonious development of all its constitu- 


tional powers, all its component parts, and you introduce weakness and 


disease into the whole system whether you attempt to stint or force its 


growth. 


—Lord Lytton 
SPEECH TO THE ASSOCIATED SOCIETIES 


OF EDINBURGH UNIVERSITY, JAN. 18, 1854 








STEPHEN SPIEGELGLAS 


The Prospects for U.S. Exports 


to the Common Market 


HE establishment of the European Com- 
f igeete Market' has prompted American 
firms to act quickly and decisively. Concerned 
that they might not participate at the right 
place at the right time, many firms have in- 
vaded the Common Market area with abun- 
dant capital. Completely new businesses and 
old businesses with new names have made 
their appearance. In fact, as stated in a recent 
article, “The drift of American corporations 
into Europe's nascent Common Market is 
turning into a stampede. Yanks already on the 
scene are waving newcomers on, asserting 
profits are more prodigious and marketing 
prospects more pregnant than back home.” 
While the profit motive is unquestionably im- 
portant, there is another salient reason for the 


Mr. Spiegelglas is Assistant Professor of Business Admin- 
istration, Northwestern University. 


movement of American industry into Western 
Europe—that is the concern about the external 
tariff of the Common Market. The American 
producer entering this area hopes not only to 
be able to capitalize on future growth, but also 
to preserve his present share, which he fears 
he might lose to European competitors, espe- 
cially those favorably located behind the 
screen of the external tariff. 

It is with the prospects of various American 
producers concerned with retaining their share 


' The Common Market is a shorter name for the Euro- 
pean Economic Community, an economic union of six 
countries: Belgium, France, West Germany, Italy, Luxem- 
bourg, and the Netherlands, called collectively “The Six.” 
It encompasses an area roughly one-seventh that of the 
continental United States, has a roughly equal population, 
and its gross national product per capita is about one-third 
that of the United States 


* Wall Street Journal, December 3, 1959, p. 1. 
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in the Common Market area that this paper 
basically deals. Specifically, an answer is being 
sought to the question: Which American pro- 
ducers are likely to feel the squeeze most, 
and which little or not at all? 


COMMON MARKET TRADE 


The importance of the Common Market coun- 
tries in world trade cannot be questioned. In 
the postwar years, these countries have stead- 
ily increased their roles as exporters and im- 
porters, and today, taken as a group, they 
form the largest trading area in the world. 

Knowledge of the geographic distribution 
of these countries exports and imports is 
essential for two reasons: first, to learn the 
present degree of the area’s self-sufficiency 
as measured by the percentage of imports 
supplied by these countries to each other; and 
second, to assess the role that the United 
States plays as a buyer and seller of goods in 
this area. 

In 1957, over 50 per cent of all exports from 
Common Market countries went to Western 
Europe (roughly 30 per cent to each other), 
an indication of their unusually high concen- 
tration on nearby markets. Only about 7 per 
cent of these countries’ exports were taken by 
the United States. By comparison, the concen- 
tration of imports was much less pronounced. 
The majority of imports also came from West- 
ern Europe, increasing from approximately 
30 per cent of total imports in the immediate 
postwar years to about 45 per cent in 1957. 
During the same period, imports from the 
United States decreased from about 25 per 
cent of the total to 13 per cent. This steadily 
diminishing dependence of the six countries 
on U.S. imports in the postwar years was, of 
course, the result of their rapid economic re- 
covery. 


U.S. Exports to the Area 


Investigation of statistics from United Nations 
sources reveals that roughly two-thirds of all 
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TABLE 1 


U.S. Exports to the Common Market Coun- 
tries 
(Averages for the years 1953-57) 


Value of Exports as 

Exports Percentage 

sITC® (millions of All U.S. 
Group Commodity Category of dollars) Exports 


0,1 Food, beverages, and 


tobacco $ 417.5 19 
2 Crude materials, inedi- 

ble, except fuels 558.2 31 
3 Mineral fuels, lubricants, 

and related materials 296.7 23 
4 Animal and vegetable oils 

and fats 107.4 41 
5 Chemicals 168.3 15 
7 Machinery and transport 

equipment 392.6 7 
6,8 Other manufactured goods 267.2 7 
0-4 Primary products 1,379.8 25 
5-8 Manufactured goods 828.1 7 
0-8 Total 2,207.9 13 

® Standard International Trade Classification. 


Source: Based on United Nations, COMMODITY TRADE STATIS- 


rics, Series D, Vol. VII (Jan.-Dec. 1957). 


imports from the United States to the Common 
Market area consist of primary products (raw 
materials and foodstuffs) and one-third of 
manufactures, and that the Common Market 
area is a crucial customer of the United States 
in only one or two major commodity categories 
(see Table 1). 

More detailed information regarding spe- 
cific commodities exported in 1957* is given 
in Table 2, which ranks all important US. 
exports to the area whose value exceeded $10 
million. There were 36 such commodities—21 
primary products and 15 manufactured goods. 

Which countries are the main competitors 
of the United States in these 36 commodities? 


' A separate investigation has revealed that selection of 


the year 1958 would have made only a small difference, 
although the ranking order of the commodities would have 
been affected somewhat. Comparable figures for the year 


1959 are still unavailable. 
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TABLE 2 


Main U.S. Exports to Common Market Countries, 1957 


Value of 
Exports 
(millions fe , : 
Group Commodity Category of dollars) United States Six Countries 


Percentage of Common Market 
Countries’ Total Imports From 


siTtc® 


31] Coal, coke, briquettes 457.0 
263 Cotton 374.1 
282 Iron and steel scrap 131.7 
313 Petroleum products 103.8 
221 Oil seeds, etc. 94.8 
041 Unmilled wheat, etc. 91.5 
682 Copper 90.1 
412 Vegetable oils and fats §2.9 
121] Unmanufactured tobacco 80.5 
734 Aircraft 77.0 
681 Iron and steel 75.6 
512 Organic chemicals 75.0 
715 Metalworking machinery 71.8 
044 Unmilled maize 64.9 
312 Crude petroleum, etc. 63.7 
411 Animal oils and fats 57.0 
23] Crude rubber, etc. 53.5 
72 Electric machinery, etc. 49.9 
732 Road motor vehicles 47.9 
54] Medicinal, pharmaceutical products 32.4 
251 Pulp and wastepaper 27.3 
051 Fresh fruits and nuts 27.2 
21] Undressed hides and skins 25.2 
714 Office machinery 24.4 
267 Textile waste 24.3 
533 Paints, etc. 23.3 
053 Preserved fruit and preparations 23.2 
71] Power machinery N.E.S.7 21.3 
861 Instruments, etc. 18.1 
043 Unmilled barley 18.0 
O11 Fresh or frozen meat 15.2 
122 Tobacco manufactures 13.8 
51] Inorganic chemicals 13.8 
713 Tractors other than steam 13.5 
64] Paper and paperboard 12. 


i 
912 Undressed fur skins 22 


® Standard International Trade Classification 
t Not elsewhere specified 


SOURCE Based on statistics from United Nations, COMMODITY TRADE STATISTICS, 
Series D, Vol. VII (Jan.-Dec. 1957 
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Table 3 lists the main suppliers of each of these 
commodities ranked according to the value 
of their shipment in 1957. The United States 
ranks first in 14 of the 21 primary products and 
in 10 of the 15 manufactured goods shown. 
Her chief competitors in primary products 
are Overseas countries, and in manufactured 
goods, the United Kingdom, Switzerland, and 
Sweden. 


THE COMMON MARKET’S ROLE 


It is generally recognized that the Common 
Market creates a solid framework for expan- 
sion of the economies of its six member 
countries. It is expected that their economic 
integration will bring about a sustained rise 
in economic growth, stimulated primarily by 
a greater rate of capital investment. 

Six major benefits are expected to accrue 
from establishment of the Common Market: 

Enlargement of the market resulting in 
gains from large-scale production that will 
enable each country to expand output in 
accordance with its comparative advantage 

Greater employment opportunities in in- 
dustries that could not fully develop in any 
single national market in the past 

Minimization of economic fluctuations in 
the member countries through increased mo- 
bility of labor and capital 

Strengthening of the efficient producing 
units and the elimination of the inefficient 
producing units through greater freedom of 
trade and increased competition. 

A wider range of choice for the consumer, 
combined with lower prices and _higher- 
quality products 

A better bargaining position for Common 
Market nations in world trade 
Certain conditions are necessary if these 

benefits are to be realized: close cooperation 
between member countries leading to harmo- 
nization of their policies; far-reaching liberal- 
ization of the internal trade; maintenance of 
effective competition and strong adherence to 
anticartel policies; maintenance of financial 
stability and, especially, prevention of infla- 
tionary price rises. 
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Future Demand 


Any discussion of the future demand for U.S. 
goods in the Common Market area must con- 
sider the trade-creating and trade-displacing 
effects of the Common Market. These are 
basically a function of the height of the ex- 
ternal tariff. Although individual tariff rates 
are scheduled to be not greater than the aver- 
ages of the presently existing rates, the trade- 
displacing effects of the economic union of 
The Six should not be minimized. * 

In the short run, the possibility of a shift in 
imports from less expensive foreign sources to 
a more expensive source within the area can- 
not be dismissed. Whether preference for 
member countries’ goods over those produced 
elsewhere will persist in the long run is, how- 
ever, debatable. Some feel that the disad- 
vantages are overemphasized and that the 
negative effect on the volume of U.S. exports 
to the area will be slight. They argue that, 
in the first place, although the Common Mar- 
ket is basically a regional arrangement, it lacks 
the protectionist features of a regional bloc, 
as demonstrated by the recent extension of 
tariff reductions to all countries in accordance 
with the catr agreement. Second, the reliance 
on foreign trade by the six members will re- 
main rather high. The United States will con- 
tinue to supply this market simply because 
some commodities cannot be produced there 
at all, others can be produced only at pro- 
hibitive costs, and imports from alternative 
sources may be higher in price, lower in qual- 
ity, or unavailable. Third, continued indus- 
trial development in the area will raise stand- 
ards of living and thus lead to a greater 
demand for foreign consumer goods. The 
United States should benefit from this because 
of the special appeal that many of her goods 
have for foreign consumers. Fourth, separate 
agreements between the common market au- 
thorities and the United States can be ex- 


* The theoretical background for this conclusion was 
provided by Professor Jacob Viner in his pathbreaking 
study The Customs Union Issue (New York: Camegie 
Endowment for International Peace, 1950). 
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pected to result in further mutual lowering of 
trade barriers. 

Those less optimistic base their argument 
on the expected increase in mass production in 
the Common Market; the ability of these 
countries to adjust their economic structure 
to new conditions and to carry through appro- 
priate monetary and fiscal policies; the gener- 
ally lower wage scales; and the discriminatory 
nature of the Common Market itself.° They 
also stress that U.S. producers will face stiffer 
competition in manufactures from other indus- 
trial European countries and will find that the 
African dependencies of Common Market 
countries have a definitely preferred position 
in regard to primary products. 

SPECIFIC IMPACT 
Which U.S. producers will be affected in the 
long run by developments in the Common 
Market? Much will, of course, depend on the 
relative supply and demand elasticities for the 
specific commodities, the price relationships, 
and the previously mentioned trade-creating 
and trade-displacing effects of the Common 
Market. 


Foodstuffs and Raw Materials 


In foodstuffs, the over-all demand of Common 
° Some food- 
stuffs, such as grains, meat, fruit, and nuts will 
be provided by expanded domestic produc- 
tion, but much will be imported. Africa, par- 


ticularly the French territories, is likely to 


Market countries will increase. 


’ Professor Stanislaw Wellisz, for example, stated, “The 
prospective long-term changes in Europe’s trading patterns 
are distinctly disadvantageous to United States exporters.” 
In “The European Common Market and American Foreign 
Trade and Investment,” Journal of Business, XXXII (July, 
1959), 255 

®“In this context should be mentioned the conclusion 
reached by Professor Harry G. Johnson on the basis of a 
theoretical investigation: “The marginal propensity lof a 
developing industrial country| to spend on food may either 
rise or fall for a time but eventually it will rise... .” 
In “Economic Expansion and International Trade,” The 
Manchester School of Economics and Social Studies, 
XXIII (May, 1955), 98 


supply an increasingly large proportion of im- 
ports of this type. Since tariffs on foodstuffs are 
not high, the total volume of U.S. exports of 
these products may increase, but a great deal 
will depend on the agricultural policies pur- 
sued by Common Market countries. This will 
determine whether the United States will in- 
crease, retain, or lose the 7 per cent share of 
the foodstuffs market that it had in 1957.7 
Should industrialization in the underdevel- 
oped areas of the world progress at a rapid 
pace, however, the Common Market countries 
might eventually turn to the United States for 
a larger volume of foodstuffs. 


Keen price competition is in store for U.S. 
exports of tobacco. In 1957, American prod- 
ucts represented roughly one-third of total to- 
bacco imports in the area, but this percentage 
may decline if Greece and Turkey are ad- 
mitted to Common Market membership. The 
products of these two countries may be pre- 
ferred over U.S. products.* 

The Common Market countries’ demand for 
raw materials will rise sharply with further 
industrial development.’ Table 2 has shown 
that such raw matcrials as coal, cotton, scrap 
iron, and petroleum" topped the list of main 
U.S. exports to the area in 1957. Of these, U.S. 
shipments of coal and petroleum may be ex- 
pected to decline as local sources of energy 
are developed. U.S. exports of cotton to the 
area will probably also be reduced. This will 
occur because of greater use of synthetic fibers 


* Computed on the basis of United Nations, Commodity 
Trade Statistics, Series D, Vol. VII (Jan.-Dec., 1957), and 
Table 1 of the present study. Mention should be made of 
the fact that edible animal and vegetable oils have not 
been taken into account in this computation. 

* For an expression of this view, see Europe Today and 
in 1960, Vol. II (Paris: Organisation for European Eco- 
nomic Co-operation, 1957), 97. 

* According to one source, the imports of raw materials 
of the Common Market countries will rise from $2.9 billion 
in the period 1953-55 to about $4.35 billion in the period 
1973-75, assuming GNP will double its actual level between 
these two periods. See Trade Intelligence Papers, No. 6 
(Geneva: General Agreement on Tariffs and Trade, De- 
cember, 1957), pp. 28 and 35. 

'’ The high level of U.S. exports in 1957 must be, of 
course, attributed to the Suez crisis. 
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Main Suppliers of Principal Commodities to Common Market Countries, 1957 


sITcT 


1] 
14] 
43 
44 


21 


122 


211 


212 


221 


Group Commodity Category 


Fresh or frozen meat 
Unmilled wheat, etc. 
Unmilled barley 
Unmilled maize 


Fresh fruit and nuts 

Preserved fruit and 
preparations 

Unmanufactured 
tobacco 

Tobacco manufactures 

Undressed hides and 
skins 


Undressed fur skins 
Oil seeds, etc. 


Crude rubber, etc. 


Pulp and wastepaper 
Cotton 


Textile waste 
[ron and steel scrap 


Coal, coke, briquettes 


Crude petroleum, etc. 





Petroleum products 


Animal oils and fats 
Vegetable oils and fats 


Inorganic chemicals 

Organic chemicals 

Paints, etc. 

Medicinal and _ phar- 
maceutical products 

Paper and paper board 

Iron and steel 

Copper 


Power machinery 
N.E.S.f 

Tractors other than 
steam 

Office machinery 

Metalworking 
machinery 


Electric machinery, etc. 


Road motor vehicles 
Aircraft 
Instruments, etc. 






t Not elsewhere specified 


SOURCE 


Based on statistics 


Ist 2nd 
Denmark Argentina 
U.S. Canada 
Argentina USSR 
Ba Argentina 
Spain Algeria 
us. Algeria 
U.S. Greece 
U.S. ULK. 
Australia Argentina 
US. USSR 
US. French W. 

Africa 
Malaya USS. 


Sweden 


Finland 


USS. Egypt 
Ss. U.K. 
US. Canada 
US. U.K. 





Venezuela 





Netherlands 
Antilles 
U.S. Norway 
oS. French W. 
Africa 

USS. U.K. 
USS. U.K. 
U.S. U.K. 
U.S. Switzerland 
Sweden Finland 
Austria USS. 
Congo US. 
U.K U.S 
U.K. USS. 
USS. U.K 
uz. Switzerland 
U.S. tm @ 
USS. U.K. 
USS. ULK. 
US. U.K. 


from 


Series D, Vol. VII (Jan.-Dec. 1957). 


® Ranking order of suppliers is based on value of imports. 
+ Standard International Trade Classification. 


United Nations, 


COMMODITY 
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TABLE 3 


6th 





Suppliers” 
3rd 4th 5th 
US. Uruguay U.K. 
Argentina Sweden Syria 
US, Canada Syria 
Union S. 
Africa 
Morocco Martinique US. 
Spain 
Indonesia Turkey Brazil 
Switzerland 
US. Union S. Africa New 
Zealand 
U.K. Union S. Africa) Norway 
Philippines Nigeria Canada 
Indonesia Cambodia, Laos, Canada 
Vietnam 
US. Norway Austria 
Mexico Peru Turkey 
Australia 
U.K. India 
Poland USSR Czechoslo- 
vakia 
Iraq Iran USS. 


Venezuela 


Japan 
Congo 


Spain 


Switzerland 


U.K. 
Austria 
Sweden 


Chile 


Switzerland 


Sweden 
UE. 
Switzerland 


Sweden 


Switzerland 


TRADE 


Hungary 
Tunisia 
Australia 


French W. 
Africa 


Malagasy 


Uruguay 


Sweden 
Indonesia 


Congo 
Canada 


French Eq. 
Africa 


Lebanon 





USSR U.K. 
Indonesia Tunisia 
Switzerland Sweden 
Algeria Japan 
Norway U.S. 
U.K. Norway 
Rhodesia U.K. 
Switzerland 

Sweden 

Sweden Austria 


STATISTICS, 


Romania 


Argentina 


U.K. 

USSR 

Union S. 
Africa 


Denmark 
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and decline of the European textile produc- 
tion, resulting from an increasing output of 
these manufactures in the developing over- 
seas territories. On the other hand, U.S. ex- 
ports of scrap iron are not likely to decline.” 

The United States will not only be unable 
to export other raw materials, such as ores and 
pulp, to the Common Market, but it will actu- 
ally compete with these countries for such 
products in third markets.'* 


Manufactured Goods 


One important consideration is that The Six 
are highly industrialized and able to produce 
a large number of equally good competing 
products. They may not match the appeal of 
American goods in some lines of manufacture, 
but in most cases they can compete with them 
on a price basis. U.S. exports will no doubt also 
meet competition in the products of such 
countries as the United Kingdom and Switzer- 
land, which are well-established world pro- 
ducers in several lines of manufacture and 
have advantages in proximity of location and 
in lower wage scales. The fact that these two 
countries recently joined five others to form 
the European Free Trade Area should not 
affect their competitive position in the Com- 
mon Market vis-a-vis the United States since 
they will be facing similar, if not identical, 
tariffs. 


It should also be remembered that Germany 
was one of the world’s leading exporters of 
chemicals before the war, and indications are 
that West Germany might recapture the mar- 
kets both in Europe and overseas. The U.S. 
share of 20 per cent of the Common Market 


'! It is interesting to note that the projected iron ore re- 
quirements are expected to be 35 per cent greater and 
those of scrap 20 per cent greater in 1960 than in 1955. 
See Europe Today and in 1960, p. 89. 

'2 Support for this conclusion is to be found in Sir Don- 
ald MacDougall’s latest book The World Dollar Problem 
(New York: The Macmillan Co., 1957) on page 185 where 
he states that “The U.S. has been changing from a net 
exporter to a net importer of one [primary] commodity 
after another . . .” 


countries’ total imports of chemicals will un- 
doubtedly decline. 


The demand for American capital goods by 
The Six (the present U.S. share is about 20 per 
cent) can be expected to increase at first as 
the economic development of the area gets 
into full gear, but it will decrease in the long 
run. In fact, the Common Market countries are 
almost certain to become important exporters 
of these commodities in the future. 


The Common Market countries’ imports of 
American consumer goods are unlikely to in- 
crease proportionally with the general rise 
of demand for these products in the area.” As 
a result, U.S. producers of these goods may 
not be in a position to retain their present 
share of 8 per cent. The chief reason is that 
tariffs on these commodities are quite high 
and may remain high, and competition with 
European goods is particularly keen and is ex- 
pected to remain so. Unless American pro- 
ducers can compete on a quality basis and 
through introduction of new products, they 
may find themselves losing ground. Exports of 
U.S. pharmaceutical products and motor ve- 
hicles, to give an example, will decline, since 
some countries among The Six and the neigh- 
boring Switzerland (drugs), Austria, the 
United Kingdom, and Sweden (passenger 
cars) are important makers of these goods. 


FINAL COMMENT 


While a detailed evaluation of the external 
Common Market tariff would be necessary to 
determine the degree of its discrimination 
against U.S. goods, the broader projections in 
the preceding sections indicate that some con- 
cern about the effect of the Common Market 
in Western Europe on U.S. exports to the area 


3 According to Professor S. Wellisz: “Thus, although 
the creation of the Common Market will accelerate the 
growth of European demand for manufactured goods, it 
will slow down the expansion of exports of such goods 
from the United States.” In “The European Common Mar- 
ket and American Foreign Trade and Investment,” p. 255. 














is justified.’* In fact, to many U.S. producers 
the creation of a Common Market is a real 
challenge. They foresee a rising and more 
efficient production in the area as a result of 
greater economies of scale, greater freedom of 
trade in the area, and increased competition.” 

Some are anticipating this competition by 
establishing manufacturing units in the area 
or by making appropriate licensing arrange- 


14 It should be pointed out that no attempt was made 
here to evaluate the possible effect of the Common Market 
on U.S. exports to third markets, or the effect on U.S. ex- 
ports to Western Europe arising from the formation of a 
wider Common Market area encompassing all the seven- 
teen O.E.E.C. countries. 

'S Professional economists differ in their opinions as to 
which factors will contribute most to the gains arising from 
the economic integration of The Six. For instance, Pro- 
fessor Harry G. Johnson is “not . . . convinced that there 
exist substantial unexhausted economies of scale” and he 
attributes the gains to be expected to “the classical ad- 
vantages of freedom of international trade.” In “The Euro- 
pean Common Market—Risk or Opportunity? A British 
View,” Weltwirtschaftliches Archiv, LXXIX (No. 2, 1957), 
272-73. Professor Tibor Scitovsky, on the other hand, 
detects the main benefit arising from integration in in- 
creased internal competition. In his opinion, competition 
will make innovation profitable, encourage introduction of 
mass-production methods, and even compel individual 
governments to strengthen their most efficient producers, 
at the expense of the smaller and least efficient producers. 
See Economic Theory and Western European Integration 
(Stanford: Stanford University Press, 1958). 





Norae makes the earth seem so spacious as to have friends 
at a distance; they make the latitudes and longitudes. 
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ments. Given such attractions as a market of 
165 million customers, the possibility of a 
larger return on invested capital, lower labor 
costs, and tax benefits, these measures cannot 
be construed as purely defensive. 

Other U.S. producers feel that the challenge 
must be met by a policy that will keep costs 
and prices down in the United States. Accord- 
ing to E. R. Breech, former Chairman of the 
Board of Ford Motor Company, the United 
States has now largely lost its advantage in 
Europe, particularly in industrial production."® 
“If we want to sell in expanding world mar- 
kets and if we do not want to see American 
production and jobs disrupted by the flight of 
capital and industry abroad,” he said, “we are 
going to have to remain competitive in design, 
quality, costs, and prices with foreign indus- 
try.’ This is a pessimistic opinion, but 
nevertheless realistic. 

U.S. producers have clearly demonstrated 
their willingness to recognize the challenge 
posed by the European Common Market. In 
doing so they have already made progress in 
meeting this challenge. 


16 “U.S. Industry Migrates Abroad to Tap Markets of the 
World,” Business Week (January 3, 1959), p. 31. 

'7“Ts U.S. Pricing Itself Out of World Markets?” U.S. 
News and World Report, LXV (December 19, 1958), 79. 
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Henry I. KESTER AND HaAarROLp A. WOLF 


PENSION FUNDS 
creator of labor obsolescence? 


RIVATE pension funds have grown at a 


3 


in the United States. The combined assets 
in these funds have increased from a relatively 


very rapid rate during the postwar period 


insignificant $5 or $6 billion at the end of 
World War II to a total approaching $40 bil- 
lion today. At present, annual contributions to 
these funds are about $4.5 billion. Almost one 
out of every four persons in the civilian labor 
force is covered by private pension funds; 
over 16 million workers have retirement bene- 
fits accumulating under private plans. 


An even more rapid rate of growth in pri- 
vate pension funds is predicted for the future. 
[t is estimated that by 1965 annual contribu- 
tions will reach $6 billion, and assets will 
approximate $77 billion. If savings banks and 
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savings and loan associations continue to grow 
at their present rates, by 1965, their assets will 
total $50 and $86 billion, respectively. Thus, 
a few years from now, pension funds may be 
our third largest savings institution—ahead of 
the mutual savings banks and not too far be- 
hind savings and loan associations. 


If for no other reason than their size, these 
funds are already a potent force in our econo- 
my, and they are likely to have an even greater 
effect on our society in the future. Partly be- 
cause of their unexpectedly rapid growth, 
little is really known about the impact of these 
tremendous capital accumulations upon our 
economy or upon society in general. Accord- 
ingly, there is good reason for the great in- 
terest today in the private pension funds. We 
need to know more about them—and soon—if 
we are to derive the full benefits from this 
dynamic financial institution. 











IMPACT ON MONEY MARKET 


Pension funds are analogous to depreciation 
charges in that the actual operation of a busi- 
ness generates long-term capital funds. In 
aggregate terms, pension funds are generated 
by the business community and are available 
to the business community via the money mar- 
ket. In other words, a portion of labor costs 
flows to the money market and becomes a 
source of capital for business. What impact 
does this have on the money market and upon 
the economy? 

Nearly everyone agrees that pension funds 
are responsible for part of the rise in the stock 
market that took place during 1958 and 1959. 
With the recent rise in yields, pension funds 
have once again moved somewhat in the direc- 
tion of bonds. As pension fund contributions 
are channeled into the securities market, prices 
tend to be driven up in the flurry of activity 
that ensues. The existence of pension funds, 
together with higher prices for securities, 
creates a more favorable climate for real capi- 
tal formation and business expansion. Such a 
flow of funds can have inflationary repercus- 
sions and can even tend to make more difficult 
the imposition of a tight monetary policy on 
the part of the Federal Reserve. Since pension 
fund capital is not directly affected when 
the monetary authorities tighten credit, the 
growth of these funds can, by inducing a high- 
er velocity of money and by making more 
funds available for business expansion than 
otherwise would be the case, have the same 
effect as an increase in the supply of money. 


BUSINESS EXPANSION 


In the past, pension funds have been invested 
solely in long-term securities and hence, al- 
though possibly inflationary at times, have 
also contributed to business growth. If, in the 
future, pension funds were used to finance 
consumer expenditures, they could generate 
inflationary forces without contributing di- 
rectly to business expansion. 

The increase in the rate of growth brought 
about by pension funds could aggravate in- 
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stability in the short or intermediate run by 
financing overexpansion during an investment 
boom, and thereby contribute to a contraction 
when excess capacity appears temporarily. 
To a certain extent, the 1957-58 recession was 
the result of overexpansion and excess capacity 
financed in part by pension funds in 1955 and 
1956. Pension funds may actually emphasize 
the natural “lumpiness” that often exists in 
our economy and hence may encourage the 
concentration of investments in given years 
rather than spread them smoothly over a num- 
ber of years. 

A more rapid rate of growth will also affect 
the labor requirements of our economy. In- 
creased capital may, in the short run, replace 
labor with capital, although it will make the 
employed labor more productive. Then, as full 
employment is approached, the displaced 
labor will be absorbed. This happens in a dy- 
namic economy even in the absence of pension 
funds; but, to the extent that pension funds 
increase the rate of growth, the labor dis- 
placement problem could be become more 
severe. 

There may at times be a maximum rate of 
growth because innovations may be necessary 
before capital-labor ratios can be increased. 
Nevertheless, since pension funds tend to in- 
crease the cost of labor and reduce the cost 
of capital, it becomes profitable to substitute 
capital for labor within the limits set by the 
state of technology. Moreover,-as the relative 
prices of capital and labor change, a stronger 
incentive to innovate will develop in order to 
permit even greater substitutability of capital 
for labor. For example, in both the steel and 
the auto industries, the need for labor has 
been greatly reduced during the past few 
years. This is partly because technological 
innovations have eliminated certain jobs, and 
partly because capital has become cheaper 
relative to labor than it was in the past. What 
seems to be far less frequently discussed is the 
strong possibility that many of these innova- 
tions may have been stimulated by higher 
labor costs and that they may have been 
financed by the unions themselves through 
their pension funds. 
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EFFECT ON WORKERS 


Since private pension funds may help finance 
innovations and increase capital-labor ratios, 
what is their impact upon the quality of em- 
ployees presently required by industry? Of 
perhaps even greater importance is the neces- 
sity of knowing what their impact will be upon 
worker requirements in industry in the future. 

Experience since World War II suggests 
that there may be more than a casual relation- 
ship between the rapid growth of pension 
funds on the one hand and the level of com- 
petence required of workers in industry on the 
other. The postwar emergence of the private 
pension fund as a strong, additional financial 
institution has made more critical the problem 
of keeping labor technically up to date. 


Since 1946, we have had three so-called 
recessions in this country. With each decline 
in business activity and employment, it has 
become more difficult toreduce unemployment 
to standards compatible with modern full- 
employment concepts. In the most recent re- 
cesssion from which we have now recovered, 
the inadequacy of unemployment insurance 
benefits in many parts of the country empha- 
sized the fact that unemployment was a 
pressing problem. It was evident too in this 
most recent experience that much of the un- 
employment was different from the unemploy- 
ment found in the other recessions of the post- 
war period. 


Specific causes for the persistence of un- 


employment cannot be pinpointed; unques- 


tionably, there are literally dozens of possible 
explanations. Nevertheless, there are two spe- 
cific causes of unemployment that are impor- 
tant so far as pension funds are concerned. 
One is related to the expanding labor force: 
Apparently our labor force continues to ex- 
pand in two directions. On the one hand, as 
a result of the increased birth rates during 
and since World War II, we have more and 
more eligible younger workers in the labor 
force. At the other end of the age scale, tre- 
mendous advances in medical and health care 
have increased the proportion of older workers 


in our labor force. Thus, with the expansion 
of the labor force at both ends of the age scale, 
we have more workers today to absorb in in- 
dustry, and at a time when pension funds may 
make this absorption more difficult. 

An examination of the unemployment facts 
of the most recent recession reveals that the 
problem of jobless workers in great numbers 
was often more than a problem of failure to 
create more and more jobs. In many instances, 
unemployment was due more to lack of train- 
ing and competence on the part of the workers; 
in fact, there is a growing shortage of trained 
workers in many technical fields of industry. 
Thus, the second major cause for unemploy- 
ment in our time appears to be the inability 
of workers to meet the many job opportunities 
being created by our capitalistic system. 

Little can be gained here by arguing the 
merits of an economic system that, since its 
inception, has been dedicated in spirit and 
operation to the substitution of capital for 
labor as the basic device for raising the stand- 
ard of living in this country. This process seems 
to have created a sufficient number of job 
opportunities to maintain a vigorous and ex- 
panding labor force. However, the types of 
jobs created have necessitated a continuous 
upgrading of employee requirements. There 
is good reason to think that private pension 
funds may have been a contributing factor 
to some of the unemployment in the United 
States in the postwar period. Although they 
have provided increasing amounts of capital 
to help industry increase its technological effi- 
ciency, they have accomplished little or noth- 
ing to help prevent our labor force from be- 
coming obsolete. Even worse, they may have 
been a force in hastening labor obsolescence 
by tending to increase the rate of growth. 


Labor Depreciation 


Circumstantial evidence surrounding the 
rapid growth of private pension funds since 
1949 provides some support for this view. The 
principles established in the settlement of the 
famous steel dispute in 1949 undoubtedly ac- 
count for much of the rapid growth of private 








pension funds in the past decade. The Steel 
Industry Board established the principle that 
“... we think that all industry, in the absence 
of adequate Government programs, owes an 
obligation to workers to provide for mainte- 
nance of the human body in the form of medi- 
cal and similar benefits and full depreciation in 
the form of old-age retirement—in the same 
way as it does now for plant and machinery.” 
The Board stated further that this pension 
fund contribution ‘should be regarded as a 
fixed cost of doing business and that “It should 
be viewed as somewhat comparable to the ne- 
cessity of making maintenance and deprecia- 
tion allowances on nonhuman machinery.” * 
The pension fund established in the steel in- 
dustry was also adapted by the auto industry, 
and the other mass production industries soon 
fell into line. 


One can scarcely quarrel with the wisdom 
of the principles established a decade ago. 
However, acceptance of the philosophy that 
labor costs need to be viewed and treated in 
a fashion comparable to costs of plant and 
machinery only shifts one’s interest to the 
consistency of the objectives of the pension 
fund, and to the adequacy of the pension 
fund as a vehicle to attain those objectives. 
[In short, one can question if private pension 
funds are a sound device for attaining “the 
modern social consciousness on the subject 
of security for workers in industry.” 

The most plausible reason for questioning 
the consistency of the operation and the ob- 
jective of the pension funds rests largely upon 
a comparison of the way in which business 
manages its depreciation and maintenance 
charges for plant and equipment, and the way 
similar charges for labor are managed in the 
pension fund. Of importance too is the com- 


‘The Steel Industry Board, Report to the President of 
the United States on the Labor Dispute in the Basic Steel 
Industry, Sept. 10, 1949 (Washington: U.S. Gov't Printing 
Office, 1949), p. 55. 

?Report on the Labor Dispute in the Basic Steel Indus- 
try, p. 55. 

3Report on the Labor Dispute in the Basic Steel Indus- 
try, p. 55. 
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parison of ways in which “security” for labor 
can be attained. 


The Quest for Security 


In the management of plant and equipment, 
the “security” of the business rests heavily 
upon maintaining competitive efficiency. To 
do so, not only must adequate charges be 
made for maintenance of plant and equip- 
ment, but also, as these funds are generated, 
they must be reinvested into more plant and 
equipment, usually of a higher order of tech- 
nological and productive efficiency. In the ab- 
sence of such a policy, business can expect to 
become obsolete rapidly and soon to become 
incapable of competing with other businesses 
that have made the reinvestment in more 
efficient plant and equipment. 


In management of the charges for mainte- 
nance and depreciation for labor, the concept 
of “security” has a much less distinct connota- 
tion. Labor has apparently accepted the view 
that security can be achieved best by means 
other than reinvesting to improve the effi- 
ciency of labor itself. As a substitute, labor 
has chosen to use the funds accumulated from 
the maintenance and depreciation charges for 
labor to buy securities of industry, which will, 
in turn, it is hoped, provide the desired secur- 
ity. Thus, workers in industry have accepted 
the idea that, through pension funds, they will 
be better provided with security by indirectly 
owning plant and equipment than by relying 
upon reinvestment in themselves. In short, 
they have chosen to “fund” for their security 
rather than to “reinvest,” and it is this choice 
that seems most questionable today in the 
whole subject of the private pension funds in 
our society. 

By choosing to “fund” for security, workers 
in industry may in fact be robbing themselves 
of security. By providing industry, through 
the pension funds, with growing amounts of 
capital to invest in ever-improving plant and 
equipment, workers are on the one hand in- 
directly helping to raise the level of compe- 
tence required of themselves. By the same 
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token, by aiding in the financing of technologi- 
cal improvement of plant and machines, they 
are depriving themselves of the funds that 
might more wisely be invested in improving 
their own competence. Obviously, the same 
dollar cannot be invested in both places. 


Pension funds are unquestionably becoming 
a major supplier of new capital to industry 
for improving the technological efficiency of 
plant and equipment. However, pension funds 
are failing to do anything positive to help 
labor improve or even maintain its level of 
competence, or to meet the challenges of un- 
employment, which, in recent times, have 
resulted from obsolescence in the labor force. 


The initial reaction to the argument that 
pension funds may be a significant contributor 
to labor obsolescence and unemployment may 
be to assume the argument to be fallacious or 
to maintain that the income from the securities 
of the pension fund can offset the costs of 
labor obsolescence. There is scant evidence to 
support either view. To assume that the argu- 
ment is fallacious does not square with ex- 
perienced unemployment of recent times. To 
maintain that the income from pension fund 
securities can compound to offset the obsoles- 
cence factor of labor applies only to a very 
limited number in the labor force. For those 
likely to retire within a very short period of 
time, a case could be made that the compound- 
ing of the income from the pension fund could 
offset the cost of 


probably only in some well-defined instances. 


labor obsolescence—but 


On the other hand, in the case of workers with 
several decades of employment before them, 
the problem is much more pressing: An un- 
employed worker can find little comfort in 
knowing that he has a retirement benefit due 
him so many years hence. His problem is one 
of sustenance until the day that his retirement 
benefits can be claimed. Such a worker may 
prefer to resist, through several common de- 
vices, the technological change that threatens 
his present job. Or he may accept the fact that 


unless he improves his technological compe- 


tence fora better job, he will become asecond- 
class citizen. Or he may become a_ public 


charge. In any event, those facing the fact 
that their capabilities are approaching obsoles- 
cence have anything but a bright employment 
outlook. 

The problem cannot be dismissed merely 
by citing the traditional idea that each worker 
has the responsibility for maintaining his com- 
petence in the labor force. Such an idea may 
be accepted in principle but, despite the good 
intentions of the worker, impossible to exe- 
cute in economic life. Not all of a worker's 
wages are immediately at his disposal, and, 
to the extent that some of his wages are de- 
ferred until he retires, he may be unable to 
finance self-improvement, even though he 
may desire to do so. One cannot expect a 
worker to be capable of financing self-improve- 
ment when his take-home wage is less than 
the level of prices being supported by the 
total wage payment made in his interest. 
Moreover, even if a worker could assume this 
financial responsibility, in many cases he 
would not do so because of both lethargy and 
a lack of knowledge. 

[t is misleading to think that pension funds 
are identical to other financial institutions 
that supply capital to industry. It is of course 
true that all suppliers may contribute to 
growth and the problem of labor obsolescence. 
However, savings that arise in financial in- 
stitutions other than the private pension funds 
are for the most part voluntary, or, in the case 
of life insurance, are considered “contractual.” 
They are not, as are pension funds, an addition 
to the capital supply made collectively and 
over which the individual has little control. 
Also, in the case of pension funds, the supply 
of capital comes directly from that group most 
likely to be replaced by the plant and equip- 
ment that the capital buys. Hence, it might 
be desirable to employ pension fund capital 
somewhat differently from funds obtained 
through the voluntary methods of other finan- 
cial institutions. 

Finally, even if pension funds are no differ- 
ent from other financial institutions—and we 
are inclined to think they are—they are an 
additional and rapidly growing financial in- 
stitution of relatively recent origin. As such, 
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they must be reckoned with even if they do 
no more than make the problem of labor ob- 
solescence more critical because of their dy- 
namic growth. 


Investing in Human Capital 


On balance, it would seem that private pen- 
sion funds may have fallen somewhat short 
of their intended goal of providing security 
for workers in industry. It is even more alarm- 
ing to think that their operations may be a 
major factor in depriving workers of their 
desired security. Such does not have to be the 
case, however. If the funds accumulating in 
pension funds from maintenance and depre- 
ciation charges for labor were reinvested more 
in the workers themselves, and less in the se- 
curities of industry, we might be able to obtain 
a better blend of technological change in plant 
and equipment on the one hand and improved 
competence of workers to take the jobs created 
through changes in technology on the other. 
It is realistic to think too that if a continuing 
direct investment were made in our labor 
force, many workers would soon become con- 
vinced that their best chance for security lies 
in developing their own capabilities. Such a 
labor force would seek change and advance- 
ment, rather than fight to postpone it, as is 
now so often the case. 

Both labor and management would look 
upon pension fund contributions, not as a 
deferred wage payment, but rather as a capi- 
tal investment. Although an individual em- 
ployer might be unable or unwilling to invest 
pension funds in his own workers, he might 
do so if the problem were pursued on a wider 
base. Alone, he might be unwilling to invest 
in his workers in lieu of pension fund pay- 
ments, since competitors might entice his im- 
proved labor force away. Even if an industry- 
wide program were followed, an individual 
employer investing in human capital in such 
a manner might still lose some of his invest- 
ment to another employer. However, if he 
could meet competition, this would not tend 
to happen; and, if he were the superior com- 
petitor, he would tend to gain other employers’ 


investments in human capital. In any event, 
this would become less of a problem if pen- 
sion funds were handled on an industry-wide 
basis, and the solution for labor obsolescence 
approached in the same way. 


FUTURE POSSIBILITIES 


To the extent that pension funds do contrib- 
ute to worker obsolescence, someone or some 
group faces the task of determining how to 
correct it. To do so will require much re- 
education of both labor and the American 
public concerning the role of pension funds. 
Moreover, both labor and management will 
have to recognize that technological change in 
industry rests upon both better machines and 
better men to operate them. This should be 
within the grasp of both labor and manage- 
ment. Labor's drive in recent years for a short- 
er work week suggests that it is aware of the 
problem of displaced labor, irrespective of 
the causes for it. 

It seems plausible to think that labor and 
management might find it mutually advan- 
tageous to bargain less over vested rights in 
pension funds, trusteed or insured pension 
plans, and other mechanical features in their 
plans, and more over the way in which em- 
ployees can be helped to maintain and improve 
their competence. More good would result 
from bargaining over ways in which em- 
ployees might improve their talents by re- 
ducing the time spent on the job in producing 
goods and increasing time on the job spent in 
self-improvement. If a 35-hour or 37-hour 
work week is in order, a worker might benefit 
more by working the same 40 hours per week 
in over-all time, but spend only 35 or 37 in 
production; the remaining time could be 
spent in upgrading his capabilities. Thus, with 
no change in pay or total cost—because pre- 
sumably this is granted in lieu of increased 
pension contributions—an employer would 
have a better trained labor force and the em- 
ployee would have a smaller chance of being 
unemployed through labor obsolescence. Over 
a period of time, a portion of the pension 
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funds would in effect have been invested in 
human capital rather than in plant and equip- 
ment. 

Such a concept is far from new—it is now ac- 
cepted in part by management in the training 
programs for junior executives. However, for 
the majority of workers facing potential obso- 
lescence to benefit measurably, the scope of 
employee training programs would have to be 
much more broadly based. Unquestionably, 
those workers in the wage-earning classes are 
far more vulnerable to unemployment due to 
obsolescence than those already in the lower 
echelons of management. 

Another implication concerns the pension 
funds directly. In view of their impressive size 
and the fact that this size is increasing, one 
cannot help but ponder their true impact upon 
the society in which we now live, or hope to 
live in, for many years to come. To suggest 
that the influence of private pension funds is 
probably negative unquestionably overstates 


the case at the present time. On the other 
hand, it could be only a matter of time before 
this were so. 

A final implication of our analysis concerns 
education in general in this country. To think 
that a formal education is sufficient to sustain 
a human being for his entire life is to invite 
tragedy. We certainly need our formal educa- 
tion years today to instill in students the fact 
that education must not only be a continuing 
experience, but also that it must be useful to 
both the individual himself and the society in 
which he lives. Holding a high-school di- 
ploma, a college degree, or any other trinket 
signifying formal educational accomplishment 
is not necessarily a sign that such a person is 
educated in a broad, functional sense. Regard- 
less of his level of attainment in our formal 
education system, one must still recognize that 
if he is to remain a constructive member of 
society, he must continually reinvest in his 
own talents. 


| SHALL proceed therefore to a scheme, by which all mankind, be he 
never so mean, so poor, so unable, shall gain for himself a just claim to 
a comfortable subsistence, whensoever age or casualty shall reduce 
him to a necessity of making use of it... . 

The proposal is for 


A PENSION OFFICE 

That an office be erected in some convenient place, where shall be 
a secretary, a clerk, and a searcher always attending. 

That all sorts of people, who are labouring people, and of honest 
repute, of what calling or condition soever, men or women, beggars 
and soldiers excepted, who being sound of their limbs, and under 50 
years of age, shall come to the said office, and enter their names, trades, 
and places of abode, into a register to be kept for that purpose, and 
shall pay down at the time of the said entering, the sum of sixpence 
and from thence one shilling per quarter... . 

—Daniel Defoe 
AN ESSAY UPON PROJECTS, 1702 
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rWNHE possibilities for launching a new eco- 

nomic enterprise or promoting industriali- 
zation abroad must be judged in terms of such 
crucial factors as capital requirements and the 
availability of various physical resources and 
supporting services and facilities. However, 
much of the planning and discussion by both 
governments and businesses often fails to 
devote sufficient attention to that other key 
factor—labor. Adequate investment, intelli- 
gently selected industrial projects, and co- 
operative local government cannot, by them- 
selves, successfully develop a new industry. 
Ultimately, success also depends upon the 
extent to which the foreign society's man- 
power resources can be effectively utilized in 
a modern business setting. 


Mr. Wit is Director of International Studies, Govern- 
mental Affairs Institute, Washington, D.C. 





Personnel Problems 


Facing Firms in Southeast Asia 


In Asia, as in most other underdeveloped 
areas, there are major and complex obstacles 
to the effective industrial utilization of local 
man power. The dimensions of the man-power 
problems in Asia are indicated by two con- 
current requirements for the conduct of mod- 
ern business activity there. The first is estab- 
lishment of an industrial relations system 
capable of integrating traditionally agricul- 
tural workers into new and totally unfamiliar 
industrial organizations. The second is the 
mutual adjustment of ancient Asian cultural 
values and attitudes and American (or West- 
ern) organizational forms and methods based 
on Western values and attitudes. Asian man 
power, therefore, must be converted from 
agrarian to industrial living patterns at the 
same time that Eastern and Western ways of 
life must be integrated sufficiently to permit 
the operation of a modern industrial organiza- 
tion. 
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Prevailing man-power conditions in Burma 
and the neighboring countries of the South- 
east Asian mainland (Thailand, Laos, Cam- 
bodia, and Vietnam) provide a basis for 
generalizations that can be of great help to 
investors and management interested in this 
area of the world. The problems presented 
naturally derive from the most important 
current characteristics of labor. These may 
be summarized in terms of (1) physical dis- 
abilities, (2) behavioral obstacles to indus- 
trialization, and (3) shortage of industrial 


skills. 


PHYSICAL DISABILITIES 
In general, Asian man power suffers from poor 
health as well as from various physically de- 
bilitating diseases. The causes of such poor 


health and physical weakness are primarily 


the widespread lack of modern sanitation, 
hesitancy about adopting and often ignorance 
of modern health and sanitation practices, the 
great shortage of trained medical and health 
personnel, and inadequate diet. 

In the area of sanitation, none of the coun- 
tries under discussion has as yet developed an 
adequate public sewage and garbage disposal 
system, sufficient potable water supplies, or 
refrigeration for most food supplies. These 
conditions prevail even in the capital cities 
of Rangoon, Bangkok, Vientiane, Phnom Penh, 
and Saigon. As a result, the personal clean- 
liness of Southeast Asians comes to naught 
since the frequent bathing and laundering of 
clothes—as well as drinking—usually involves 
the use of polluted water. In addition, lack of 
refrigeration and adequate screening in these 
tropical lands with their prevalence of insects 
and rodents permits contamination of food 
supplies sold in open markets and on the 
streets. 

The masses of Asia have not yet fully ac- 
cepted the views of Western medical science 
on the causes of disease and physical infirmity. 
The societies still adhere largely to their tradi- 
tional beliefs that sickness and physical mal- 
functions are the work of evil spirits (animism 
or spirit worship is widespread ) or result from 


previous individual failures to abide by the 
requirements of Buddhist morality and proper 
conduct. Although packaged Western drugs 
are now generally available and often self- 
administered or prescribed by medically un- 
trained vendors, they are frequently resorted 
to only after traditional herbs and folk rem- 
edies have proved ineffective. Moreover, 
most people still resort for treatment to the 
traditional herbalists, spirit specialists (monks 
or laymen), and sorcerers. The Western- 
trained physician, even if available, often is 
not consulted or is consulted only when ail- 
ments have progressed to a dangerous stage. 

The shortage of trained health officers, 
medical specialists and technicians, and hos- 
pital facilities severely limits the efforts of 
governments to improve public health rapidly. 
Vietnam, for example, had in 1957 an esti- 
mated 549 qualified physicians, 74 dentists, 
271 pharmacists, and 473 midwives. Most of 
these were concentrated in the urban centers, 
although 80 per cent of the population is rural. 
Thailand, one of the most healthy of the 
Asian nations, is estimated to have one qual- 
ified physician for every 8,000 people (the 
U.S. average is about one per 800 people) 
and only about 200 qualified dentists for its 
20 million people. As in Vietnam, most of 
the medical professionals, nurses, and hos- 
pital facilities in Thailand are concentrated 
in the few large cities, particularly the capital. 
Laos, the least developed of the nations in 
Southeast Asia, has one fully trained Laotian 
physician (the Minister of Health) plus sev- 
eral French doctors and an estimated dozen 
partly trained Laotian doctors. Throughout 
the entire region, similar shortages prevail 
in every technical medical category as well 
as in modern hospital and infirmary facilities. 
The improvements introduced or 
planned by the various governments with 
American and international assistance are 
bringing real but nevertheless slow and some- 
times painful progress. 

Although all the peoples of the Southeast 
Asian rice bowl are reasonably well fed com- 
pared to the mainland Chinese, Indians, and 
Pakistani, their diet is woefully inadequate. 


being 
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Dietary deficiency is the direct cause of some 
diseases, lowers resistance to bacterial and 
amoebic diseases, and generally weakens 
physical endurance. Meat is a relative luxury, 
milk and milk products are customarily 
neither liked nor consumed, and only limited 
quantities of vegetables are available. More- 
over, the dietary staple, rice, is now usually 
milled and polished; as a result, it is white 
but devoid of many natural vitamins. Beri- 
beri, rickets, goiter, and various physical 
malformations thus exist in addition to the 
malaria, tuberculosis, yaws, venereal diseases, 
typhoid, trachoma, dysentery, and intestinal 
disorders generated by bacterial and amoebic 
infections. 

Much progress has been made in elimi- 
nating or controlling some of these illnesses 
as a result of various public health campaigns 
during the past decade. Thailand, for ex- 
ample, has just about eliminated malaria. 
Nonetheless, the population is still not healthy 
by modern medical standards. Infant mortality 
is as high as 30-50 per cent (the latter in 
Laos ), and life expectancy ranges from thirty 
to forty years throughout the region. The 
Southeast Asian median age is eighteen, in 
contrast to the American figure of twenty-nine. 

Because of the prevailing health, sanitation, 
and dietary conditions, the population of 
Southeast Asia (and even more that of the 
rest of Asia) does not yet possess the vigor 
with which it is potentially endowed. As a 
result, there is considerable absenteeism for 
health reasons and a certain degree of lethargy 
that is often aggravated during the hot seasons 
of these monsoon lands. Employers frequently 
find that they have to use more workers for a 
given job than they had originally anticipated. 
In some cases, such as Laos, it has even been 
claimed by competent observers that much 
of the popular amiability, complacency, and 
easy-going behavior that traditionally charac- 
terize these charming people may be a product 
not only of custom and social values but of 
disease and infection as well. Asian man 
power can be utilized in industrial under- 
takings, but correctable physical disabilities 
are an important managerial problem. Often, 






if employee services are to be maximized, the 
only immediate solution is for management 
to promote better health, sanitation, and diet 
among its own employees. 


BEHAVIORAL OBSTACLES 


The outstanding behavioral characteristics of 
the Southeast Asian peoples are rooted in 
various religious and cultural beliefs and pre- 
sent some significant obstacles to the rapid 
and effective utilization of man power in 
industrial undertakings. An understanding of 
the popular motivations and aspirations is 
thus crucial to interested management. 

The Burmese, Thais, Laotians, and Cambo- 
dians, who are Theravada Buddhists, and the 
Vietnamese, who intermingle their Chinese- 
oriented Mahayana Buddhism with Confu- 
cianism, are motivated by certain fundamen- 
tal beliefs that definitely shape their behavior 
as workers. In general, these peoples believe 
that life is a cycle or “wheel” in which individ- 
uals move from one existence to another 
through reincarnation in human and nonhu- 
man forms. The ultimate objective of the cycle 
(and its termination) is the attainment of 
Nirvana, an ideal state of complete emanci- 
pation from all desire and suffering. Whether 
or not a person’s status and happiness improve 
with each reincarnation is believed to depend 
upon his actions for good or evil. Every action 
has its direct and corresponding result. An in- 
dividual’s present condition has thus been 
shaped by past behavior, and present behavior 
will in turn determine his future condition. 
The path to improvement in one’s condition 
is the observance of Buddhist morality. Ulti- 
mate attainment of the sublime state of Nir- 
vana, and an end to the cycle, depends upon 
maximum adherence to that morality. Bud- 
dhist morality emphasizes for the most part 
the performance of certain types of good 
deeds and the maintenance of certain stand- 
ards of behavior. Meritorious deeds involve the 
demonstration of love toward all other living 
things, male donning of clerical robes (either 
as regular monks or at least for a few months 
as novices), and special acts of respect and 
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charity toward the Buddhist clergy. Proper 
conduct also requires moderation in all things. 

The Buddhist perspective on life and death 
and its system of morality emphasize the value 
of preparing for the future by the performance 
of generally pleasurable but meritorious 
deeds. Of maximum importance to Western 
management is the fact that preoccupation 
with the accumulation of surplus material 
possessions and worldly wealth is not regarded 
as particularly meritorious or valuable in the 
effort to “get ahead.” Concern for career de- 
velopment in the Western sense is therefore 
Buddhist attitude. Buddhist 
merit-making, not devotion to work, is re- 
garded as the path to wisdom and true well- 
being. It is not surprising, then, that South- 
east Asians traditionally view Western claims 


not a normal 


of being able to conquer and reshape nature 
and thereby to reorder the pattern of life as 
both sacrilegious and the maximum in ego- 
tism. For them, the primary reality is the 
“wheel” that provides man with a natural 
order which must be dealt with in its own 
terms. Uninformed Westerners sometimes re- 
duce the Buddhist attitude to mere fatalism 
or an excuse for refusing to face existing con- 
ditions. 

Closely associated with this Buddhist view 
of life and progress is a great emphasis on the 
enjoyment of life at any given time in any 
given existence. Lighthearted gaiety and sen- 
sory pleasure Southeast 
Asian. With the possible exception of the 


characterize the 


somewhat more serious Vietnamese, these peo- 


ples are usually seen through Western eyes 
as smiling, friendly, and party-loving. Festi- 
vals, entertaining, and dining are worthy of 
as much if not more attention than the par- 
ticular economic activities in which they are 


engaged. The result often is willingness to 
work only as hard as is necesary to gain suffi- 
cient economic means for the pursuit of the 
pleasurable life. Although this attitude is 
eminently sensible to Buddhists, to some 
Westerners it smacks of irresponsibility and 
even of laziness. This Southeast Asian per- 
spective on life definitely does not include 
the sense of urgency and preoccupation with 


time that characterize Western business activ- 
ity. Nor does it demonstrate any inherent con- 
cern for glorifying machines and their main- 
tenance. Many are the reports of experienced 
Westerners concerning the tribulations of 
imposing time or equipment-maintenance 
requirements on local man power. Work dead- 
lines, industrial tempo, and equipment main- 
tenance can be introduced and taught by 
management, but it involves a major reshaping 
of indigenous attitudes and behavior. 

The animistic folk beliefs (spirit worship 
and astrology) of Southeast Asians supple- 
ment the attitudes derived from Buddhism. 
They enhance the ordinary worker's feeling 
that much of his condition in life is unrelated 
to hard work, skill, or determination. Rather, 
for him, the character of his life is dependent 
in large measure on the attitudes of the various 
spirits that he believes inhabit the world. 
Prosperity, luck, and disease are viewed in 
these terms. Amulets, charms, offerings to 
propitiate angry spirits, and consulting the 
stars are often regarded as crucial in promot- 
ing one’s welfare. It is not difficult to see why 
little stock is placed in personal financial pru- 
dence. Borrowing money is not viewed in 
terms of the obligations assumed, but rather 
as a solution to difficulties. Normally, little 
effort is made to relate indebtedness to antici- 
pated income. Hope always exists that luck in 
gambling (the national lotteries are a major 
attraction) or some other stroke of good for- 
tune will suddenly eliminate all problems. 

Since 75 per cent or more of the population 
in these countries live in rural areas and are 
employed in agriculture (primarily rice cul- 
tivation ), the average Southeast Asian worker 
is still very close to the soil. Even those who 
have moved to the major urban centers are 
normally no more than one generation re- 
moved from agrarian life. Urban workers still 
have families living in the rice paddies, and 
visits to the home village are common when- 
ever help is needed in sowing or harvesting or 
when sufficient money has been earned to per- 
mit a trip. Many urban workers thus are 
essentially transients in the big cities. They 
are not really committed to an industrial or 








commercial existence. When they have had 
their fill, have ceased to find life pleasant, or 
have earned enough money to permit the pur- 
chase of land, they return to the soil. Even 
when permanently located in a city or town, 
workers often request leave or just absent 
themselves from work in order to extend a 
holiday upcountry. 


In interpersonal relations, the Western ob- 
server is struck by the extent to which success 
among Southeast Asians is measured not so 
much by content accomplishment as by skill 
in maneuver. Higher status or career advance- 
ment customarily is not pursued through 
competition to increase productivity. Apart 
from seniority and adherence to Buddhist 
morality, superiority in dealing with others 
is achieved through such things as the demon- 
stration of emotional self-control—a “cool 
heart.” Forgiving someone or ignoring an in- 
sult is thus an indication of superiority. Resort 
to expressions such as “never mind” or “it 
doesn't matter” is common in times of crisis 
or difficulty, and is employed to gain or pre- 
serve “face” by a demonstration of detach- 
ment. 


Ability to take advantage of another per- 
son's greed, incompetence, or ignorance is also 
viewed as a skill that enhances one’s prestige. 
On the other hand, the acquisition of money, 
while important for personal security and the 
enjoyment of material pleasures, does not 
compensate for loss of face, nor is promotion 
on the job more important than the feeling of 
contentment derived from working for some- 
one who understands his employee’s value 
system and properly performs his paternalistic 
obligations to that employee. 

The values and beliefs prompted by religion 
and culture in Southeast Asia thus compel 
Western management to adjust some of its 
concepts of efficiency. Productivity cannot be 
achieved by a consistent violation of Asian 
social and psychological needs through an in- 
flexible application of Western managerial 
techniques developed in Western industrial 
relations. Worker insecurity, embarrassment, 
unhappiness, and either great absenteeism or 
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extremely high turnover, can be avoided only 
by adjustment. 


In addition to making industrialism cul- 
turally palatable to Southeast Asian workers, 
Western management must also engage in 
some behavioral retraining of these workers. 
But local man power must also adjust. The 
people must adapt to those aspects of modern 
industrialism that cannot be set aside or sig- 
nificantly modified without seriously impair- 
ing efficiency or depriving industrialism of its 
ability to produce results. 


SHORTAGE OF SKILLS 


As might be expected in countries with little 
modern industrial and technological experi- 
ence, there is a great shortage of skilled man 
power in Southeast Asia. Deficiencies range 
from illiteracy among many workers to severe 
shortages of trained technical, supervisory, 
and managerial personnel. It has been esti- 
mated that only 15 per cent of the Laotians, 
20 per cent of the Vietnamese, 50 per cent of 
the Burmese males, and 60 per cent of the 
Thais are literate. Although all of these coun- 
tries are making great efforts to expand their 
educational and vocational training systems— 
and are succeeding—rapid progress is hindered 
by a shortage of teachers and of facilities, 
equipment, and funds. 


At a higher level, the extent of the skilled 
man-power shortage is suggested by the 
Burmese government's estimate that, to meet 
its 1959-60 economic planning goals (which 
are modest ), an additional 32,000 supervisory, 
managerial, and professional workers are re- 
quired. Similar shortages also occur in the 
semiskilled and skilled blue-collar worker 
categories. In Laos, for example, where 96 
per cent of the population is still engaged in 
rice cultivation, there are only about 10,000 
persons who could even be considered urban 
workers, and these are chiefly manual laborers; 
the more skilled workers are alien Vietnamese 
and Chinese. Even in much more developed 
Thailand, approximately 85 per cent of the 
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working force is still engaged in agriculture, 
hunting, forestry, or fishing and only an esti- 
mated 1 per cent of the population (200,000 
persons) is actually involved in industry. In 
Vietnam, the total number of modern indus- 
trial and mining workers has been estimated 
at no more than 150,000 persons. 

The shortage of industrial skills of just about 
every type is obviously an important deterrent 
to rapid industrialization in Southeast Asia. 
To deal with this situation, modern manage- 
ment often must devise and conduct a variety 
of in-service training programs. To be effec- 
tive, such training must be carefully con- 
structed in accord with trainee characteristics 
as well as with the skills to be developed. In- 
service training, while essential in many in- 
stances, must be offered with a maximum of 
cultural sophistication if worth-while results 
are to be achieved. 

The characteristics of Southeast Asian man 
power do present problems to industrializa- 
tion efforts. Nevertheless, a number of positive 
counterforces also exist. These derive from 
the new desire of both the peoples and their 
governments to modernize local economies. 

In the case of the working force, the post- 
World War II era has been marked by a steady 
increase in popular material desires and expec- 
tations. Even relatively isolated Laos is begin- 
ning to experience such pressure as a result 
of American technical assistance activities. 
The Western world has introduced to Asians 
great possibilities for creature comforts. West- 
ern clothing, motor scooters, cars, television 
sets, radios, appliances, and ice cream are 
steadily becoming part of the routine of life 
for mounting numbers of Asians. Just as the 
West has transmitted nationalism and the 
nation-state political system to the rest of the 
world, so is it also transmitting desires for the 
products of its technology. 

In this technological infiltration of ancient 
Asia, Western values, although frequently dis- 
torted, do accompany Western goods. The 
products of modern industry are, after all, 
evidence of important aspects of the Western 
way of life, and some of the values underlying 
that way of life are reflected in the goods 


utilized in living it. Despite distortions and 
onesidedness resulting from the material ve- 
hicle of transmission, a degree of Westerniza- 
tion is taking place in Asia. The result is a 
partial bridging of the cultural communica- 
tions gap between East and West. Urban 
Asians wearing Western clothing, driving 
Western cars, admiring Western power tools 
and machines, and seeing Western movies are 
developing some communication links with 
Europeans and Americans. Through such new 
links, the managerial tasks of creating a mod- 
ern labor force are facilitated, although it is 
alsc true that the Asian often develops an in- 
terest in Western material products without 
really understanding the culture that pro- 
duced them. 

Additional bridges between East and West 
are developing as educational systems are 
modernized. Throughout the region, curricula 
are undergoing constant revision to include 
new courses in science and economics. More- 
over, educational opportunities are being ex- 
panded both for the youth and for adults, and 
vocational and technical institutes are offering 
occupational training. The Westernization via 
education and the rising popular social and 
economic aspirations are forcing Asian socie- 
ties to modify, albeit slowly, their traditional 
beliefs and attitudes. As this occurs, local man 
power becomes more flexible and capable of 
fulfilling an industrial role. These new devel- 
opments cannot 


produce — revolutionary 


changes in traditional behavior, nor can they 


convert Asians into Westerners (Western 
methods often are adapted for Asian purposes 
and underlying Western values reshaped in 
Asian terms), but they can assist the process 
of industrialization and thereby simplify the 
tasks of modern management. 

The changes in popular expectations and 
ways of life are complemented by the great 
changes in Asian governmental interests and 
attitudes. The old order yields slowly, and 
Western-style government and politics do not 
really exist and may never develop. Neverthe- 
less, Asian governments are now more “popu- 
lar” than ever before. They are increasingly 
concerned with the promotion of mass welfare 
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and ever more anxious to modemize and 
develop the national economies. Such atti- 
tudes are born not only of a realization of the 
new attitudes that are permeating the masses; 
they also stem from a realization that eco- 
nomic modernization and development is 
crucial to the maintenance of national in- 
dependence. Technical assistance of both a 
scientific and managerial nature is therefore 
sought from the West, and the forces that are 
stirring the masses are thereby accentuated 
and intensified. As a result, the atmosphere 
for industrial activity has been improved and 
the methods of modern management are 
viewed more favorably. 


WHAT MUST BE DONE? 


Problems of modern management presented 
by Asian man power are a function of the tra- 
ditional characteristics of the people and the 
incompatibility of these characteristics with 
the requirements of Western-style industry. 
To surmount these problems, industrial rela- 
tions in Asia must have a degree of sophistica- 
tion in intercultural and human relations far 
exceeding that required in dealings between 
Western management and man power drawn 
from Western society. 


First, Western organizational forms and 





WE enoren in the northern and eastern parts of Thailand the 





methods often must be adapted to the Asian 
scene. This is as necessary in Asian business 
management as in Asian governments, which 
have frequently found it necessary to revise or 
even completely abandon European parlia- 
mentary democracy. American business can 
improve the efficiency of its Asian operations 
by analyzing local man power and related con- 
ditions in order to determine the necessary 
revisions in its normal organizational structure 
and methods. If such a rational approach is 
not taken, seriously diminished efficiency will 
often result. Ad hoc adjustments in reaction 
to local problems frequently prove inadequate 
because they have not been devised with suffi- 
cient comprehension of the underlying causes 
of the problems. 

Second, in the interest of greater produc- 
tivity, both private and public enterprise in 
Asia must provide leadership in reshaping 
the characteristics and behavior of Asian man 
power. Personnel management, therefore, 
must engage in elaborate and culturally mean- 
ingful educational and training activities. Pro- 
gressive welfare systems must be introduced 
for workers, whether or not local law requires 
such action. Finally, new labor relations tech- 
niques must be developed that blend the best 
of American insight with the cultural and 
psychological requirements of Asian man 
power. 


people were miserably undernourished due to bad habits of diet 
and not to lack of food; and were victims of malaria and other 
diseases rampant in those quarters which undermined the physi- 
cal constitution of the people, rendering them languid, sloth and 
sluggish. Was it not for the woeful lack of hygiene and the proper 
system of public health? Health and education, the two essentials 
of good government, were both practically ignored. 
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technological horizons 


(Continued from page 16) 


of the computer at the same time 
and comparing the results in or- 
der to detect inaccuracies in the 
program. The number of process- 
ing cycles that must be over- 
lapped ranges from two or three 
(if one is lucky) up to twenty or 
thirty. Occasionally an applica- 
tion will be run in parallel for 
several processing cycles, con- 
verted completely to the elec- 
tronic data-processing machine, 
and then, several cycles later, 
situations will arise that force the 
application to be taken off the 
computer and returned to the 
previous processing method. 


During the conversion period, 
the processing must be _per- 
formed in two different ways, 
involve originating 
different 
forms. Thus substantial pressure 


which may 


information in two 


may be placed upon people out- 
data- 
processing organization at a time 


side the mechanized 
when they aren't too happy with 
the situation anyway. Thus, the 
difficulties that arise are magni- 
fied in importance, and emer- 
gencies may become common- 


place 


The above discussion has indi- 
cated that the process of convert- 
ing to electronic data-processing 
involves difficult administrative 
and planning problems. The 
process extends over a long peri- 
od of time during which training, 
systems analysis, programming, 
debugging, conversion, and pro- 
duction may all be going on 
simultaneously. The amount of 
time required for any one of these 
steps in a specific application is 
difficult to predict, so planning 
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and setting of schedules is com- 
plicated. Moreover, considerable 
time pressure is exerted by the 
desire to get some use out of the 
expensive equipment that is 
available. Effective administra- 
tion of this process is of great im- 
portance. 


Several approaches that at- 
tempt to minimize the conver- 
sion problems have been devised. 
One of the most popular of these 
approaches is to begin with areas 
that have already been mechan- 
ized by punched cards. This min- 
imizes the conversion difficulties, 
because punched card mechani- 
zation forces the reorganization 
of procedures and the isolation 
and standardization of excep- 
tions that are required when 
converting to a computer. How- 
ever, for procedures in which 
punched cards can be efficiently 
used, most of the benefits of 
mechanization have already been 
attained, and it may be difficult 
for the computer to compete with 
the cost of punched card proc- 
essing. In other words, the major 
potential for the computer lies 
in areas where it is impossible to 
efficiently mechanize through the 
use of punched card equipment. 


Another approach that mini- 
mizes the disruptions in the 
organization outside the data- 
processing center is that of mak- 
ing the data-processing group a 
“service bureau” that takes over 
the data-processing without 
changing the form or content of 
the input information or the out- 
put reports. Then the user is not 
required to make any adjust- 
ments when the computer is in- 
stalled, and he should not be con- 


1960 


cerned with whether or not. the 
processing is actually accom- 
plished by a computer. This 
approach is likely to insure 
mediocrity. Not only may it pre- 
clude the efficient utilization of 
the computer, but it may also 
prevent the attainment of intang- 
ible benefits. In general, it is sim- 
ply a tacit admission that the 
data-processing center does not 
have sufficient support from top 
management to enable it to be 
normally successful. 


If the organization has not 
utilized punched cards, it may be 
advisable to first install punched 
card machines and use them to 
gain some of the benefits of (and 
a great deal of experience in) 
mechanized processing — before 
considering the installation of an 
electronic data-processing | sys- 
tem. The proper use of punched 
card data-processing is an excel- 
lent training ground for the de- 
velopment of systems analysis 
and procedures personnel, as well 
as for educating the entire or- 
ganization concerning the advan- 
tages and limitations associated 
with the mechanization of data- 
processing. 


This does not imply that a com- 


puter should necessarily _ be 
staffed by people from an exist- 
ing punched card installation, for 
one of the most pressing prob- 
lems associated with punched 
card installations has been the 
fact that the people involved did 
not have the basic ability re 
quired to use punched cards 
effectively. 


PATTERN OF COSTS 
One of the more interesting and 
difficult questions to be answered 
when deciding on an electronic 
data-processing machine is: 
What will it cost? If the use o 
being 


electronic computer is 
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seriously considered in an or- 
ganization, this question should 
probably be phrased: What will 
it save? The question is very sel- 
dom answered with any degree 
of accuracy during the process 
of deciding whether or not to 
order a machine. As a matter of 
fact, it is an extremely difficult 
question to answer after the 
machine has been successfully 
installed and is actually making 
savings—most of the people who 
are using the machines do not 
know accurately how much—if 
anything—they are saving. 


In the first place, it is difficult 
to determine precisely the true 
costs of data-processing under a 
manual system. Second, during 
the time in which a computer is 
being installed, the job to be 
accomplished may change rad- 
ically in terms of the volume in- 
volved or the results obtained. 
Third, it is difficult to place a 
monetary value on such intangi- 
ble factors as increased accuracy, 
more informa- 
The 
of these intangible 
denefits is of utmost importance, 


comprehensive 


tion, and 


faster results. 


evaluation 


tor they often provide the major 
impetus for elec- 


tronic data-processing systems. 


introducing 


However, it should be em- 
phasized that intangible benefits 
are not automatically obtained as 
i by-product of the use of a com- 
puter. They must be deliberately 
‘ought through concentrating 
ittention on management's need 
tr higher-quality information 
ind by devoting the best avail- 
ble brain power to the task of 
evising methods through which 
‘le machines can be used to pro- 


luce the desired information. 

Most of the electronic data- 
brocessing available 
lay be obtained on a rental basis 
"may be purchased outright 
tom the manufacturer. If the 


machines 





Costs of Introducing a Computer 


Ff 


70 000 
0 000 


30 000 


0 000 


10,000 


10.900 


machine is purchased, two ad- 
ditional alternatives arise: Main- 
tenance may be provided by the 
manufacturer through a main- 
tenance contract, or it may be 
provided by hiring and/or train- 
ing one’s own maintenance per- 
sonnel. Such factors as equip- 
ment obsolescence, interest rates 
and availability of money, the 
ratio of the purchase price to the 
rental price, the number of hours 
per day of planned usage, and 
the tax position of the organiza- 
tion are involved in deciding 
whether to rent or buy the equip- 
ment. Machine obsolescence is 
not as important as has some- 
times been assumed because the 
programming cost involved in 
changing from one machine to 
another may preclude making 
such a change even after much 
better equipment becomes avail- 
able. Much work has been done 
on the question of rental versus 
buying of capital equipment, 
most of which is applicable when 


considering data- 


electronic 

processing machines.° 
Although the absolute magni- 

tude of the costs or savings in- 





volved in the use of a computer 
will vary from installation to in- 
stallation and is quite difficult to 
determine, the over-all cost pat- 
tern has been established. For a 
typical large-scale installation, 
Figure 1 presents a framework 
within which to view the various 
components of cost along with 
their relative magnitudes and 
their general time of occurrence. 
The horizontal axis of this dia- 
gram _ represents 
marked in 


time and is 
units of one year. 
Quantities upward on the graph 
represent costs in thousands of 
dollars per month, while quan- 
tities downward represent simi- 
lar savings. 

The cost of the feasibility study 


Incidentally, a program for the 1BM 
650 has been devised that thoroughly 
analyzes many factors and prepares a re- 
port showing the rate of return on in- 
vestment for various useful lives based 
upon purchase instead of rental. By es- 
timating the life of the equipment and 
comparing the corresponding rate of re- 
turn with that provided by alternate in- 
vestment opportunities, it is possible to 
decide whether it is best to rent or to buy 
the equipment. IBM Data Processor, IV 
(No. 5), p. 7. 
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W EAR your learning, like your watch, in a private 


pocket; and do not pull it out and strike it, merely 


to show that you have one. If you are asked what 


o'clock it is, tell it; but do not proclaim it hourly and 


unasked, like the watchman. 


to determine whether or not to 
order the machine is shown on 
the first six months of this dia- 
gram. After the machine is or- 
dered, the costs of training, sys- 
tems analysis, and programming 
gradually rise to a total of around 
$12,000 per month. The total 
amount of this type of work be- 
fore installation may vary from 
fifteen to thirty man-years at an 
average cost of $10,000 to 
$12,000 per man-year. 


Site preparation costs, which 
are incurred over a period of 
approximately one year before 
the arrival of the machine, range 
around 
$50,000 up to a maximum of 
around $350,000. The cost of file 
conversion depends on the type 


from a minimum of 


of applications that are being 
placed on the machine and the 
previous status of the files in- 
Most 
quire several hundred reels of 
magnetic tape at a cost of around 
$60 per reel. 


volved. installations  re- 


Since this diagram is based on 
the assumption that the machine 
is being rented, when the ma- 
chine arrives, the total monthly 
cost will immediately jump by 
the amount of the rental, which 
we assume to be around $30,000 
per month in this illustration. For 
a period of a few months, very 
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—Lord Chesterfield 


LETTERS TO HIS SON 


little productive work is accom- 
plished, but from then on, as pro- 
grams are debugged and parallel 
operation is suspended, more and 
more productive work will be 
assumed by the equipment and 
costs will fall; eventually the 
costs of data-processing should 
return to the level that existed 
before the machine was consid- 
ered. On the diagram, this break- 
even point is reached three and 
one-half years after the start of 
the feasibility study, or one and 
one-half years after the machine 
is delivered. 


Total data-processing costs 
may continue to decrease so that 
the machine shows a substantial 
profit. In Figure 1, it is assumed 
that the machine will produce a 
profit of $360,000 per year (or 
$30,000 per month) after it has 
been fully utilized. However, in 
the illustration, at the break-even 
point, around $780,000 had been 
invested in systems analysis, pro- 
gramming, physical installation, 
file conversion, magnetic tapes, 
and unutilized machine rental. 
At $30,000 per month, it will take 
over two years after the break- 
even point to recover this 
$780,000. From there on, a profit 
of $30,000 per month is received. 


Let us emphasize again that 
this diagram represents only a 


1960 


conceptual pattern. Both the 
magnitude of costs and savings 
and the time factors will vary 
widely from organization to or- 
ganization. For example, some 
organizations have been able to 
reach the break-even point with- 
in a year after the machine was 
installed, while others have been 
installed for several years with- 
out ever reaching the break-even 
point—and without showing any 
indications that they will ever 
be profitable. And maximum 
monthly profit attained, which 
drastically affects the time nec- 
essary to recover installation 
costs, ranges from a _ loss to 
around $100,000 per month. On 
the average, however, the dia- 
gram in Figure 1 is probably 
fairly realistic. 

Nevertheless, it should also be 
noted that equipment develop- 
ments are rapidly affecting the 
costs of mechanized processing. 
In the first place, a wider range 
of equipment has been developed 
so that the volume of processing 
required to use a computer has 
been drastically reduced, and 
there are machines available to 
efficiently satisfy a broad range 
of data-processing requirements. 
Secondly, machine developments 
are continuously lowering. the 
unit cost of processing. For exam- 
ple, in 1956, a typical 1M 705 
(Model I) installation rented for 
about $30,000 per month. In 
1960, an 18m 7070, renting for 
the same $30,000 per month, 
could do approximately _ five 
times the work of the 705 ( Model 
I). Thus the unit cost of proc 
essing was reduced by a facto! 
of five in four years. This prog: 
ress is typical of what has gone 
on for several years and what 
likely to continue in the future. 
The range of potentially profit: 
able applications of electronic 
data-processing is continuous) 
expanding. 
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Bryce — INDUSTRIAL DEVELOPMENT: A Guide for Ac- 
celerating Economic Growth. Ready in September. 


Clendenin — INTRODUCTION TO INVESTMENTS 
New Third Edition, 689 pages, $7.50. 


Faulkner — HEALTH INSURANCE, 656 pages, $8.75. 
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Lois Shepherd Headings 


EDITOR 


book notes and reviews 


THE 


There only one way to be a pilot, and that is to 


Like Heraclitus’ river of time, 
W Lloyd Warner 


meaning in a 


PERHAPS THE MOST provocative 
statement for management in all 
the recent anthropological litera- 
ture reviewed in the last issue was 
Clyde Kluckhohn’s: “If 


tions are firmly 


opera- 
and _ explicitly 
specified, ‘qualitative’ judgments 
can be as systematic and as rig- 
orous as quantitative ones.” The 
sentence immediately preceding 
it states an idea also emphasized 
in N. R. 


Discovery: “The naive adherents 


Hanson's Patterns of 


of ‘scientism’ are actually disre- 
garding the history of science 
which records that advance fol- 
lows upon the isolation of the sig- 


nificant configurations.”? 


These statements conclude a 
consideration of the appropriate 
techniques for handling problems 
of organized complexity, which 


Kluckhohn believes characterize 


the contemporary search for 
knowledge. Using the terminol- 
ogy of Warren Weaver (“Science 
and Complexity’), he contrasts 


these problems of organized 


complexity with those of seven- 


teenth and nineteenth century 


Common Humanity and Diverse Cultures” 
Daniel Lerner (ed.), The Human Meaning of 


Meridian Books, 1959), p 


Social Sciences 
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INNOCENTS AT HOME 


get this entire river by heart. (Mark Twain) 


ety is forever the same yet forever different 


science. From today’s perspec- 
tive, problems of seventeenth 
century science were of organ- 
ized simplicity (the mechanical 
universe), and those of nine- 
teenth century science (carried 
over into the early twentieth cen- 
tury) were of disorganized com- 
plexity. The concept of the new 
organized complexity 
from biology—in particular, from 


derives 


the study of the living cell. 
Erwin Schrodinger, the re- 
nowned physicist, describes this 
shift in problem structure when 
he contrasts the periodic crystal 
with which physics deals with 
biology’s “aperiodic” crystal. He 
compares the difference between 
the two to that between an ordi- 
nary wallpaper with its regularly 
repeated design (periodic crys- 
tal) and the elaborate, coherent, 
meaningful design of a Raphael 
tapestry (aperiodic crystal ).” 
This is echoed again and again 
in various forms in the “new” be- 
havioral sciences. Social scien- 
tists have been greatly heartened 
by the advances in biology. In 
fact, the recourse to the biological 


“What Is Life?” 


Scientif—u 


in What Is Life and Other 
Doubleday Anchor Books, 


Essays 


1956), p. 3 
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metaphor is, on some occasions, 
getting out of hand. Just as Spen- 
gler was tempted to refer to civili- 
zations as organisms because of 
their seemingly cyclical charac- 
ter, now organization theorists 
refer to organizations as living 
organisms because they are “self- 
sustaining.” 

Nevertheless, the search for 
significant configurations is open- 
ing up some fascinating paths for 
investigation. Not the least of 
these concern symbol study. Just 
noting the repetition of the word 
“image in the publishers’ lists 
shows the spread and degree of 
interest. 

Artists and hucksters of all eras, 
of course, have manipulated sym- 
bols, for the most part rationally, 
but there is a stratum of symbol 
play that has only recently come 
under scientific scrutiny—origi- 
nally as a result of Freud’s work 
and of anthropological fieldwork 
among primitive and __ non- 
Western peoples. This stratum is 
often called nonrational, in the 
sense of being “unconsciously af- 
fective but susceptible to rational 
investigation, to differentiate it 
from the irrational, which is not 
subject to reasonable thinking. In 
this sense, nonrational is another 
term for nonlogical. 


In the fifth volume of the socio- 
logical study of Yankee City (ac- 
tually Newburyport, Massachu- 
setts ), THE LIVING AND THE DEAD: 
A STUDY OF THE SYMBOLIC LIFE OF 
AMERICANS (Yale, $7.50), W. 
Lloyd Warner’ says, “Mans sense 
of what he is cannot ever depend 
on rational thought; too much is 


’ Warner, presently University Professor o 


Behavioral Sciences at Michigan State, has 
taught in the Department of Anthropology 4n¢ 
Sociology at the University of Chicago and in 
both the Department of Anthropology and th 
Graduate School of Business Administration at 
Harvard He was coauthor of Big Business 
Leaders in America and Occupational Mobility 
in American Business and Industry. He was also 
coauthor of the first four volumes of the Yankee 
City Series. 





left 
494 
the 
Wa 
wor 
The 
gen 
and 
Wa 

“p 


ture 

mem 
new! 
mem 
cond 
comy 
make 
lectir 
exch 
livin; 
ut, § 
of o 
bein; 
sym 
tions 
We 

them 
those 













left out of what we know.” (p. 
494) In devoting this volume to 
the nonrational world of symbols, 
Warner cites precedents in the 
works of Durkheim and Frazer's 
The Golden Bough, the former 
generally considered sociological 
and the latter anthropological. 














Warner says, 


“From one point of view, human cul- 
ture is a symbolic organization of the re- 
membered experiences of the dead past as 
newly felt and understood by the living 
members of the collectivity. The human 
condition of individual mortality and the 
comparative immortality of our species 
make most of our communication and col- 
lective activities in the larger sense a vast 
exchange of understanding between the 
living and the dead. Language, religion, 
ut, science, morality, and our knowledge 
f ourselves and the world around us, 
being parts of our culture, are meaningful 
ymbol systems which the living genera- 











tions have inherited from those now gone. 
We use these symbols briefly, modify 
them or not, and then pass them on to 
those who succeed us.” (pp. 4-5) 








Later, he says that meaning is 
‘culture-bound and __ species- 
bound.” (p. 453) The term 
species to Warner emphasizes the 
soup character of man’s animal 
nature and behavior rather than 
the individual. But it also empha- 
sizes for him the unconscious, 
nonrational, and adaptive aspects 
ff human thought, emotion, and 
behavior rather than the irra- 
tional, which is maladaptive. 














The first four volumes in the 
‘ries were more sociological in 
orentation and presented more 
data. This last volume is more 
interpretative and, especially in 
the latter part, more theoretical. 
Infact, the book generally moves 
tom the more factual political 
‘ene through areas of sacred 
‘ymbols to the abstract realm of 
‘ymbolic theory and the methods 
tor its study. In the process, 
Yankee City’s folk heroes, politi- 
al life, communal ceremonies, 
holy days, holidays, myths, and 
tligious rituals are viewed and 
nalyzed with the same detach- 
















ment anthropologists attempt in 
their studies of remote and alien 
societies. The result is a new set 
of meanings immanent in these 
forms and beyond what the so- 
ciety sees in them. 


The first of the book’s five parts, 
“Politics and Symbolic Usage,” is 
the fascinating tale of the politi- 
cal fortunes in Yankee City of one 
Biggy Muldoon—in terms of the 
symbols involved. “The Symbols 
of History,” the second part, is an 
analysis of Yankee City’s tercen- 
tenary celebration parade as a 
collective rite—that is, history as 
fact compared with history as 
symbol, or the participants’ view 
of their past as indicative of how 
they presently see themselves. 
The third part, “Symbols Both 
Secular and Sacred,” relates the 
place of rites de passage in 
Yankee City life. 

“The movement of a man through his 
lifetime, from a fixed placental placement 
within his mother’s womb to his death and 
the ultimate fixed point of his tombstone 
and final containment in his grave as a 
dead organism, is punctuated by a num- 
ber of critical moments of transition which 
all societies ritualize and publicly mark 
with suitable observances to impress the 
significance of the individual and the 
group on living members of the commu- 
nity. These are the important times of 


birth, puberty, 
(p. 303) 


marriage, and death.” 

He adds that as our society 
gradually established distinctions 
over long periods, unusual privi- 
lege, power, and prestige accrued 
to certain old and honored profes- 
sions, which conduct the rites 
that “mark and define the passage 
of social time from birth to 
death.” Members of such profes- 
sions—doctors, lawyers, ministers, 
priests, and to a lesser extent, 
teachers—are the “transition tech- 
nicians’ called in by the family to 
“manipulate the highly valued 
symbols and play their part in 
defining and establishing what is 
happening to the lifetime of each 
individual and what this means 









within the social time of the 
group. (p. 306) 

Warner, in this section, dwells 
on the transition of death, since 
it engenders the most anxiety 
and has the most elaborate sym- 
bolization. It disrupts the balance 
of the groups with which the de- 
ceased interacted intimately, de- 
priving his associates of the 
“mirror, however opaque and dis- 
torted, in which the individual 
may feel he sees his own reflec- 
tion and thus realize himself as a 
social being.” An important func- 
tion of the funeral rite is that it 
bolsters the survivor's belief in 
immortality and “helps correct 
some of the feeling in the survivor 
of loss of self.” (p. 285) 


He expands on the subject of 
Memorial Day as a cult of the 
dead—as a symbolic identification 
of the sacrifice of lives for the 
country with Christianity’s sac- 
rifice of the incarnate God in or- 
der to keep alive and to direct the 
ideals of the community and na- 
tion. Similarly, he calls the ceme- 
tery “an enduring physical 
emblem, a substantial and visible 
symbol of this agreement among 
men that they will not let each 
other die.” (p. 285) It is a highly 
potent symbol, for it is the meet- 
ing place for the dead and the 
living, for the realms of the 
sacred and profane, and for the 
natural and supernatural. The 
city of the dead, says Warner, is a 
symbolic replica of the living 
community. 

“Sacred Symbol Systems,” the 
fourth part, explores the tradi- 
tional core of Christian symbol- 
ism as collective representations 
and evocations of man’s moral 
and organic life. It is indeed a 
“field study of American religion” 
in the anthropological sense, and 
one which offers an impressive 
start toward a more adequate at- 
tention on the part of the social 
and psychological sciences to the 
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significance of religious beliefs 
and values in collective behavior. 

The last section, “Theory and 
Method for the Study of Sym- 
bolic Life,” offers fruitful possi- 
bilities for the study of group dy- 
namics. Warner agrees with 
Durkheim and Radcliffe- Brown 
that the moral order influences 
the creation and maintenance of 
symbol systems, but insists that 
the organization of the species 
must also be considered; 

. “only in this way can much of our 
adaptive mental behavior which is not 
mainly logical or rational be compre- 
hended and properly evaluated and ac- 
counted for. It is also contended that ef- 
forts, such as Freud’s, to found an organic 
theory of symbolic behavior which is con- 
fined to the individual unit distort the true 
significance of man’s non-logical life; and 
that only when such theories and their re- 
search are reconstituted to include organ- 
isms in collective interaction as the basic 
unit of study can they contribute their full 
power to a science of symbols.” (p. 447) 
No matter how variant and bi- 
zarre, says Warner, cultures can 
do no more than modify the cen- 
tral species core of man’s life. The 
potentialities of species events 
such as the transitions of birth, 
puberty, marriage, and death or 
the behavioral changes during 
maturation, sickness, and senility 
can be extended, contracted, or 
variously accented or combined. 
Detailed inspections of even vast 
differences in cultures, however, 
lead one to the realization that 
‘a community of hunting and gathering 
Australian totemites and the industrial 
and scientific community of America are 
more alike than different. The culture of 
each can be no more than the symbolic 
expression, moral control, and technologi- 
cal instrumentation which modify the 
species behavior of each group. The ra- 
tional and non-rational life of the group 
and the individuals who compose it are 
the product of accumulated experience. 
The felt and known meanings which com- 
pose its entirety are necessary parts of the 


action system of each group and the en- 
(p. 454) 


tire species.” 

As Chris Argyris says (in the 
preface to his new book uUNDER- 
STANDING ORGANIZATIONAL BEHAV- 


1960 


ior, which we will discuss pres. 
ently), “From time to time it js 
useful to pause to organize one’s 
present views, to evaluate one’s 
progress (or lack of it), and, asa 
result, to plan the future research 
more effectively.” (p.vii ) Warner 
and Norman H. Martin, a col- 
league of Warner's at Michigan 
State, have coedited just such an 
organization of present views in 
INDUSTRIAL MAN: BUSINESSMEN 
AND BUSINESS ORGANIZATIONS 
(Harper, $6.50). Basically a 
reader, it covers a far wider range 
than most. As they say, “we have 
tried to make it something more 
than what is ordinarily meant by 
a reader, for we have attempted 
to weave diverse selections into 
a comprehensive composition 
about businessmen.” (p. 3) We 
might add that in order to cover 
the amount of material they do, 
the editors have abridged much 
of it. They have also written 
more continuity and done more 
summarizing and_ synthesizing 
than is usual—perhaps at times a 
bit more than is necessary. 
Many of the selections included 
are familiar ones or parts of 
familiar ones like Chester Bar- 
nard’s “Functions and Pathology 
of Status Systems in Formal Or- 
ganizations, Ernest Dale's “Cen- 
tralization Versus Decentraliza- 
tion,” William F. Whyte’s “Hu- 
man Relations Theory: A Prog: 
ress Report,” Kenneth Bouldings 
The Organizational Revolution, 
Peter Drucker’s The Practice of 
Management, J. D. Glover's The 
Attack on Big Business, and Wil- 
liam H. Whyte, Jr.’s The Organi- 
zation Man. (Also, the book 
draws heavily on the Harvard 
Business Review—which must be 
about anthologized to saturation 
by now—and the Journal of Bust 
ness.) The editors, of course, COD 
cede that this material is neither 
new nor startlingly different: 
their claim to attention is in the 
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organization of the materials. 
Their primary interest lies with 
presenting the two worlds of the 
social and occupational as com- 
plementary. 

A search for both practical and 
theoretical answers, say the edi- 
tors in their initial survey of 
issues, is needed particularly in 
five areas. First, description and 
explanation of top management 
functions and behavior is sadly 
lacking. Most current knowledge 
of management functions, they 
point out, focuses on lower and 
middle management. Second, re- 
search into the dynamics of or- 
ganizational change is necessary, 
as is research into the impact of 
change on its members and the 
surrounding community. Third, 
research is needed to clarify how 
industrial enterprise is influenced 
in tun by the community. 
Fourth, from the standpoint of 
industrial man as man, it is im- 
portant that we learn more of the 
context of personal growth and 
development. And finally, much 
more inquiry must be made into 
ethics and morality—into squar- 
ing the dictates of practical busi- 
ness life with the moral and 
ethical imperatives of our cul- 
ture. 

From what the studies indicate 
of the qualities and social be- 
havior of executives, increased 
social mobility (partly as a result 
of the role higher education plays 
in managerial advancement ) cre- 
ates for the executive career line 
a fairly consistent pattern of re- 
current departure, arrival, and 
departure—in Warner’s “transi- 
tion” vocabulary. That is, ad- 
vancement up the occupational 
hierarchy necessitates at each 
step a whole social shift—some- 
times to a new community, usu- 
ally to a new neighborhood, new 
club, and so on. This process is 
partly the cause of and partly the 
result of the kind of personality 


structure needed to sustain it. 
The empirical studies given here 
find this structure to be consist- 
ently built up from this group of 
traits: drive and ambition, a posi- 
tive attitude toward authority, 
basic orientation to others rather 
than to self, ability to organize 
unstructured situations and see 
the implications involved, a con- 
stant focus on the future, confi- 
dence and decisiveness, well- 
defined self-identity, situationally 
structured interpersonal _ rela- 
tions, and impersonal relation- 
ships generally (a ‘corollary of 
course, of social and geographical 
mobility ). On the cost side, too, is 
constant activity, a continual fear 
of losing ground, and the inability 
to be introspectively casual. It 
would seem small wonder that so 
many younger managers, con- 
fronted with this driven, friend- 
less image, settle for security and 
a strongly nucleated family. (We 
must add, however, that the bulk 
of this composite is based on 
studies of executives from distrib- 
utive businesses with loose organ- 
izations and minimal indepen- 
dence of action. )* 


Other empirical studies in In- 
dustrial Man indicate that dis- 
criminating qualities for promot- 
ability at lower levels of manage- 
ment vary from those for the top. 
For lower management, this qual- 
ity is capacity or native intelli- 
gence; for middle management, it 
is acceptance or the confidence 
and respect of others. This natu- 
rally contains implications for 
management training, as does 
one other study in the book, one 
that investigates the differences 


4 This reminds us of Perrin Stryker’s recent 
book on top executives, The Men From The Boys, 
particularly as the above studies were followed 
by a selection from John P. Marquand’s Point of 
No Return. Stryker’s book, basically a collection 
of his articles from Fortune, is not an empirical 


study but a fictionalized management guidebook. 
Each chapter has an obvious moral and from the 
various morals can be drawn the Ideal Executive. 





PEOPLE WILL BE 
TALKING ABOUT 


Eban Neal Baty, crttzEN ABROAD: 
AN AMERICAN ‘FINDS OUT ABOUT 
HIS COUNTRYS DECADE OF DECLINE 
WHILE GOING AROUND THE WORLD 
BY FREIGHTER AND CAR ( Viking) 

Morley Callaghan, THE MANY COL- 
ORED COAT (novel of PR man by 
outstanding young author; Cow- 
ard ) 

Vladimir Dudintsev, A NEW YEAR'S 
TALE (author of Not By Bread 
Alone; Dutton) 


Lawrence Durrell, THE BLACK BOOK 
(Durrell’s first book, highly 


praised by T. S. Eliot; Dutton) 
Kenneth Fearing, THE CROZART 
story (another PR novel by 
famous writer; Doubleday ) 
Constantine Fitzgibbon, WHEN THE 
KISSING HAD TO sToP (novel of 
Anglo-Am. relations; Norton ) 


J. Kenneth Galbraith, THE LIBERAL 
HouR (Houghton) 

John Gunther, TAKEN AT THE FLOOD: 
THE STORY OF ALBERT D. LASKER 


( Harper ) 

John Hersey, THE CHILD BUYER 
( Knopf) 

THE MEMOIRS OF GENERAL LORD 


IsMAY (Viking) 

William Mulvihill, THE sANDS OF 
KALAHARI (first Putnam award 
novel; Putnam ) 

Robert Osborn, THE VULGARIANS 
(satire; N.Y. Graphic Soc.) 

Vance Packard, THE WASTE MAKERS 
(McKay ) 

Theodore Powell, THE LONG RESCUE: 
THE STORY OF THE TRAGIC GREELY 
EXPEDITION (Doubleday ) 

James Purdy, THE NEPHEW (author 
of Malcolm; Farrar ) 

David Storey, THIS SPORTING LIFE 
(Macm. Fiction 
Macmillan ) 


Award novel; 


Jerome Weidman, BEFORE YOU GO 
novel of social-worker to Presi- 
dential advisor; Random ) 

Vinnie Williams, waLk EGYPT (Vik- 
ing ) 

Donald Winks, A QUESTION OF IN- 
NOCENCE (novel of morals and 
wealth by highly praised writer; 
Macmillan ) 
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in decision situations at the vari- 


ous levels. 

In a theoretical study of mo- 
bility, the other side of the suc- 
cess coin is considered, with a 
concluding comment that 
“Psychologists usually are content with 
characterizing the personalities of execu- 
tives either without saying much about 
how the person got that way or speculat- 
ing fairly generally about the social con- 
text within which personality is affected. 
The impact of occupational position upon 
personality can be studied more pointedly 
by tying the psychologist’s kind of re- 
search into organizational and career in- 
vestigation. It is just here that further 
studies of the effects of demotion and the 
arresting of promotion should prove most 


FOR THE BUSINESS 
SPECIALIST 


K. J. Arrow, S. Karlin, and P. Suppes 
(eds.), MATHEMATICAL METHODS 
IN THE SOCIAL 1959 


( Stanford ) 


SCIENCES, 


O. Banks, TECHNICAL CHANGE: ATTI- 
rUDES OF STEELWORKERS ( Lounz ) 


BANK INSTALMENT CREDIT COLLEC- 

rlIONS AND ACCOUNTING: AN EM- 

PLOYEE GuIDE (Am. _ Banking 
Assn 

H.S. D. Botzow, MONORALLS ( Sim- 


mons-Boardman ) 


Bryce, INDUSTRIAL DEVELOPMENT: A 
GUIDE FOR ACCELERATING ECO- 


NOMIC GROWTH (McGraw ) 


Phil Carroll, How TO CHART DATA 
(McGraw ) 

THE CHANGING DIMENSIONS OF OFFICE 
MANAGEMENT (Am. Man. Assn) 

Benjamin Chinitz, FREIGHT AND THE 
METROPOLIS (N.Y. Met. Region 

Study; Harvard ) 


CORPORATE INSURANCE: MANAGE- 
MENT AND MARKETS (Am. Man. 
Assn) 


Le é E. 


OF ENGINEERS AND 


Danielson, CHARACTERISTICS 

SCIENTISTS, 

SIGNIFICANT FOR THEIR UTILIZA- 

rlION AND MOTIVATION (Bur. of 
Indus Rel. ) 

F. A. De Phillips, MANAGEMENT OF 


TRAINING PROGRAMS ( Irwin ) 


M. Derber, W. E. Chalmers, and R. 


Stagner, THI LOCAL  UNION- 
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valuable. The fateful periods in a man’s 
life are frequently associated with per- 
sonal and public recognition of failure. In 
so far as the type of failure and the han- 
dling of it are not unique but are common 
and related to organizational structure, 
there is the possibility of determining and 
studying the crucial turning points in per- 
sonality development within occupational 
worlds.” (Norman H. Martin and An- 
selm L. Strauss, pp. 100-1) 


This should find support from 
those who feel that one of the 
most pressing problems for or- 
ganizations today is what to do 
with those who cannot or do not 
measure up. The general drive 
for security creates havens for 


MANAGEMENT RELATIONSHIP (U. 
of Ill.) 

Vira De Sherbinin, How TO OBTAIN 
AND USE BUSINESS INFORMATION 
(Know Pub.) 

Ernest Dichter, THE STRATEGY OF 
DESIRE ( Doubleday ) 

Gerald T. Dunne, MONETARY DECI- 
SIONS OF THE SUPREME COURT 
(initial title of Rutgers Banking 
Series: Rutgers ) 

R. Egerton, INVESTMENT DECISIONS 
UNDER UNCERTAINTY (Lounz) 

R. W. Evely and I. M. D. Little, 
CONCENTRATION IN BRITISH INDUS- 
TRY (empirical study of structure 
of indus. prod., 1935-51; Cam- 
bridge ) 

J. Farradene, THE TECHNIQUE OF 
ABSTRACTING (Pergamon ) 

Joseph E. Finley, UNDERSTANDING 
THE 1959 LaBor LAW (Public Aff. 
Inst. ) 

David Finn, 
( Reinhold ) 

John H. Frederick, PROVING 
NATIONAL TRANSPORTATION POLICY 
(Am. Enterprise Ass'n) 


PUBLIC RELATIONS 


Milton Friedman, A PROGRAM FOR 
MONETARY STABILITY (Fordham ) 

Raymond Goldsmith and Christo- 
pher Saunders (eds.), THE MEAS- 
UREMENT OF NATIONAL WEALTH 
(Quadrangle Books ) 

Donald B. Gooch (ed.) THE SEARCH 
FOR CERTAINTY IN ADVERTISING 
(U. of Mich.) 

Leo Grebler, HOUSING ISSUES IN 
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the incompetent, much to the 
despair of many top executives 
who realize that there are only so 
many staff sinecures that an or. 
ganization can support. Con. 
versely, some say that the 
pressures of the organization on 
the individual obligate the or. 
ganization to bear part of the 
psychic cost. 


Since Drucker dramatized the 
end of economic man, and the 
managerial revolution has be. 
come acknowledged, profit has 
lost support as a motivating force 
for the executive both personally 


ECONOMIC STABILIZATION POLICY 
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H. G. Heneman, Jr. (ed.), EMPLOY- 
MENT RELATIONS RESEARCH ( Har- 
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W. B. Hickman, sTATISTICAL MEAS- 
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of the Nat'l Bureau’s corporate 
bond research project; Princeton 

HIGHWAYS AND ECONOMIC DEVEL 
OPMENT (Nat'l Research Coun 
cil ) 

THE HISTORICAL STATISTICS OF LIFE 
INSURANCE IN THE UNITED STATES; 
1759 to 1958 (N.Y. Inst. of Life 
Ins. ) 

C. J. Hitch and R. N. McKean, 
ECONOMICS OF DEFENSE IN THE 
NUCLEAR AGE (Rand Corp. t 
search study; Harvard) 

Bert F. Hoselitz, 
ASPECTS OF ECONOMIC GROWTH 
(Free Pr.) 
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and functionally. Some say secur- 
ity and stability have replaced it. 
One study here suggests that the 
functional motivations of the ex- 
ecutive can still be discussed in 
tems of satisfactory profit, ad- 
mitting it to be a psychological 
concept that can be useful only 
| when established with some defi- 
niteness through empirical 
studies. The author finds the ex- 
ecutive’s ambitions linked to es- 













teem. “The urge for prestige may 
develop into a desire to influence 
other members of our group, to 
control or them—in 
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short, into a striving for power.” 
(George Katona, p. 182) 


The theme of power brings in 
the subject of human relations, 
which is represented in this book 
by Whyte’s tempered reconsider- 
ation of it and McNair’s dissent. 
The main difference between the 
two is the view of human nature. 
MeNair sees man’s animal nature 
as an unpleasant fact that civili- 
zation has veneered and feels that 
any tampering with that veneer 
can release it. Whyte takes the 
more currently popular evolu- 
tionary view that man’s animal 


THEORY AND PRACTICE ( Hough- 
ton ) 

Leonard E. Morrissey, THE MANY 
SIDES OF DEPRECIATION (Amos 
Tuck School of Bus. Admin. ) 

A. D. Neale, THE ANTI-TRUST LAWS 
OF THE U.S.A. (Cambridge ) 

S. L. Optner, SYSTEMS ANALYSIS FOR 
BUSINESS MANAGEMENT  ( Pren- 
tice ) 

OUTSTANDING BOOKS IN INDUSTRIAL 
RELATIONS, 1959 ( Princeton ) 

Don Patinkin, MONEY, INTEREST, 
AND PRICES: AN INTEGRATION OF 

MONETARY AND VALUE THEORY 
(Row, Peterson ) 

I. W. Patterson, LEGAL PROTECTION 
OF PRIVATE PENSION EXPECTATIONS 
( Irwin ) 

R. A. Pritzker and R. A. Gring 
(eds.), MODERN APPROACHES TO 
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G. Shackle (ed.), NEW PROSPECT OF 
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nature was probably cooperative 
and ingenious, and that most of 
man’s erratic behavior due to 
anxiety—as well as his greatest 
satisfactions and hope — can be 
traced to the kinds and qualities 
of his associations with others 
over the intervening centuries. 
As a result of his view, Whyte 
sees an important influence on 
the pattern of human relations in 
the structure of the organization, 
and would advocate empirical re- 
search that “may some day en- 
able us to plan the structure of 
the company so as to predeter- 
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BARGAINING AND GROUP DECISION 
MAKING (McGraw) 

James S. Slotkin, FROM FIELD TO 
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(Com. for Econ. Development) 
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AND CONTROL (So. Western Pub. 
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GIFT SUGGESTIONS 
IN BOOKS 


PUBLISHERS are outdoing them- 
selves for the gift season this year. 
Among the de luxe editions whose 
prepublication prices run from 
$10 to $32 are the following: 
James Cahill, Chinese Painting 
( first of new Skira series; World ) ; 
(ed.), The 
Worldmark Encyclopedia of the 
Nations (includes World Atlas; 
Harper); Editors of Holiday, A 
Gastronomical Holiday ( gourmet 
item; S. & S.); Crawford Greene- 
walt, Hummingbirds (Double- 
day ); Paul H. Lang and Otto L. 
Bettman, A Pictorial History of 
Wall Street ( Ziff-Davis ); Alexan- 
der Liberman, The Artist in His 
Studio (Viking); D.  Lion- 
Goldsmidt and Moreau Gobard, 


Benjamin Cohen 


Chinese Art (porcelain, jade, and 
bronze; Universe ); Hirst D. Mil- 
hollen others, Horsemen 
Blue and Gray: A Pictorial His- 
tory (Oxford ); George A. Oliver, 
Motor Cars (Stephen 
Greene ); Nello Ponente, Modern 


and 


Early 


Painting: Contemporary Trends 
Skira book; World); 
Jean Porcher, Medieval French 
Miniatures (trans. from French; 
Abrams); Thomas S. Roberts, 
Bird Portraits in Color (U. of 
Minn. ); Father R. Schoder, S.]., 
Masterpieces of Greek Art (N.Y. 


Graphic Soc. ) 


(another 


Less expensive, but with fine 
illustrations, are: Hans Schwar- 
zenbach, Decorative Trees and 
Shrubs (Viking); Morton D. 
Stone Ralph G. Martin, 
Money, Money, Money (about 
Wall St.; Rand McNally); Ansel 
E. Adams and Nancy Newhall, 
This Is_ the Earth 
(photos; Knopf); Bruce Catton, 


and 


American 


The American Heritage Picture 
History of the Civil War ( Double- 
day ); Charles E. Chapel, Guns of 
the Old West (Coward ); Sorry— 
No Budget (cartoons from Wall 
Street Journal; Dutton); Ray 
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Wagner, American Combat 


Planes (Doubleday ). 


The following are also excel- 
lent gift possibilities: Joseph Cof- 
fin, The Complete Book of Coin 
Collecting (rev. and expanded; 
Coward ); The Connoisseur, The 
Concise Encyclopedia of An- 
tiques, Vol. IV (Hawthorn); 
Howard Daniel, Adventures in 
Art (guide to 18 important art 
museums here and in Europe; 
Abelard); Robertson Davies, A 
Voice from the Attic (discusses 
books, readers, and book collec- 
tors; Knopf); Arthur Liebers, 
Companion Dogs (choosing, 
training, and caring for 50 most 
popular breeds; Barnes); Ed- 
mund G. Love, Arsenic and Red 
Tape (funny stories about bu- 
reaucrats; Harcourt ); Ralph Mc- 
Ginnis (ed. ), The Good Old Days 
(nostalgic book of life on farms 
and in villages not so long ago; 
Harper); André Maurois, An II- 
lustrated History of France (best 
l-vol. history of France in lavish 
new ed.; Viking); Daniel Men- 
delowitz, The History of Ameri- 
can Art (Holt); Charles Price 
(ed.), Golf Magazine's Pro 
Pointers and Stroke Savers (Har- 
per ); Robert Riger, The Pros (pro 
football; S. & S.); Harold Sey- 
mour, Baseball: The Early Years 
(Oxford); Louis Snyder, The 
War: A Concise History 1939- 
1945 ( Messner ). 

And for the eggheads espe- 
cially are: John Barth, The Sot- 
Weed Factor (a spoof of 18th 
century ways; Doubleday ); Brian 
Moore, The Luck of Ginger Cof- 
fey (author of “The Lonely Pas- 
sion of Judith Hearne’; Little, 
Brown); Peter Quennell, The 
Sign of the Fish: Recollections 
and Digressions __(recollects 
friends in literary world; Viking ) ; 
John Vaczek, The Troubadour 
bohemian world of 
existentialist; 


(satire on 
beatnik 
Sloane ). 


and 
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mine, in some degree, the nature 
of its human relations.” (p. 321) 


MeNair criticizes human rela. 
tions primarily as a technique, 
His objection is made on moral 
grounds and returns to the con. 
cept of power as influence as wel] 
as coercion. He sees a potential 
danger in the human relations 
practitioner's temptation to ma- 
nipulate people, which he con. 
siders inimical to human dignity. 
A human relations approach, in 
other words, can mask a sneaky 
power-hunger. As he says, he 
finds a crucial difference be. 
tween an awareness of human re- 
lations and the conscious effort to 
practice it on others. 


There is after all no basis for 
considering these two articles in 
any way pro-and-con. One en- 
phasizes the positive and _ the 
other the negative aspects of the 
subject. Whyte would probably 
agree with McNair, but it is 
highly unlikely that McNair 
would agree with Whyte. 

With growing interest in power 
motivations and the informal or- 
ganization, there is a concomitant 


tendency to talk of the political | 


aspects of business organizations. 
( The direct stimulus of Drucker’ 
GM study is obvious.) Several of 
the studies here refer to mana- 
gerial strategies, control and free- 
dom within the organization, the 
democratization of business, the 
function of alliances (complexes 
of  sponsor-protégé __relation- 
ships). In the larger picture, the 
problem centers on reconciling 
an authoritarian structure with 
democratic ideals, on finding @ 
compatibility between the goals 


of the organization and the de- 
velopment of the individuals int 


There is, of course, the familia! 
political aspect of industrial re 
lations, which today great) 
overshadows the social aspect 
Most of the conflicts over worke! 
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ur 
2) quietly negotiated in what has 
Ja. | become a highly organized proc- 
ue eS: The real conflict lies in the 
\ra] @ cash of two powerful influence 
on. @ groups—management and unions 
vell § -directly concerned with out- 
tial § maneuvering each other in gov- 
ons § emment and public opinion, and 
na- § in diminishing the national power 
On- § of the other. That is why most 
ity. local strikes are jurisdictional and 
> 0 @ ational strikes are primarily 
aky power struggles despite all the 
he # lk about inflation. The union 
be nust prove its strength to its 
'T© @ members, in the public eye, and 
ttO Bt) the politicians; similarly, 
management must discredit it to 
for § the same audiences. 
S in Two opposing views for deal- 
em @ ing with industrial conflict are 
the given: One by E. Wight Bakke 
‘the § argues that unless management 
ably § and labor work out some method 
it 18 Bf of antagonistic cooperation for 
Nait § mutual survival, both will be 
subject to public regimentation; 
ywer @ the other by Arthur Kornhauser 
l or- & Sees industrial conflict in relation 
itant 0 the more essential conflict of 
tical @ Ndividual with organization and 
ions. @ Sees its resolution as contingent 
ker's @ that of the larger conflict. An 
al of @ %dded difference between the 
yana- @ ‘WO is in the directions that this 
free- @ ‘ttuggle could take. Bakke sees 
. the @ as continuing in approximately 
the § the same line; Kornhauser sees 
exes § "any routes that change could 
ition: § “ke, one of them being relation- 
. the § ‘hip changes within the employ- 
siling § "S organizations themselves that 
with § uld tend to dissolve oppositions 
ng a @ ” interests. 
goals 
e de @ From tur perspective of the 
init. § ebove survey we want to look at 
niliar § “YO telatively recent empirical 
al re studies, 
reatl\ The first is Melville Dalton’s 
spect MEN WHO MANAGE: FUSIONS OF 
vorket § 'FELING AND THEORY IN ADMINIS- 











TRATION (Wiley, $6.75). This 
book is, in the author’s words, “a 
study of compromises among key 
individuals and groups in rational 
organizations, and in the human 
strictures on compromise.” (p. 6) 
It has been called by William F. 
Whyte an indispensable book 
that has no parallel in the litera- 
ture. (Dalton is a member of 
ucLAsS Department of Anthro- 


pology and Sociology and its 
Institute of Industrial Relations. ) 


Dalton himself has also called 
it a study of how managers at all 
levels manage, a study made by 
getting as close as possible to the 
world of managers and trying to 
interpret that world and its prob- 
lems from the inside, as they are 
seen and felt at various points and 
levels. 


“The case materials of the study were 
drawn chiefly from four firms located in 
or adjacent to Magnesia [all names are 
of Mobile Acres, a 
heavily industrialized region of Central 
United States. Three of the companies 
are factories: the Milo Fractionating Cen- 
ter, the Fruhling Works, and the Attica 
Assembly Company; the fourth, Rambeau 
Mart, is a department store. All are units 
of corporations with home offices located 
outside Mobile Acres. The Fruhling firm 
has a total work force fluctuating around 
20,000; Milo, around 8000; Attica, 2600; 
and Rambeau upwards of 400. Other 
firms inside and outside Mobile Acres will 
be referred to in various contexts. I had 
considerable first-hand experience in two 
of these firms both before and concur- 
rently with part of the inquiry. The period 
of employment, the direct field work, and 
follow-up visits continued for over a dec- 


ade.” (p. 2) 


fictitious], a city 


Each of six recurring problem 
areas is made the subject of a 
chapter (in addition to introduc- 
tory and concluding chapters). 
These problem areas grow out of 
(1) pressures for economy of 
operation, (2) “cooperation” of 
officially powerless experts with 
their administrative superiors, 
(3) local meanings found by 
union and management in the 
high-level work agreements to 
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The Question of 


Government Spending 
Public Needs and Private Wants 


By FRANCIS M. BATOR, Associate Profes- 
sor of Economics, M.I.T. “Fills an impor- 
tant need ... to think more clearly about 
the most burning political issue confront- 
ing the American people.” —Atvin H. 
Hansen, Harvard University. $3.75 


An Anatomy 
of Leadership 


Princes, Heroes and Supermen 


By EUGENE E. JENNINGS, Michigan State 
University. An imaginative analysis of 
leadership which examines contemporary 
concepts in the light of historical ideas con- 
cerning “great men.” $5.00 


Postwar Economic 


Trends 


Edited by RALPH E. FREEMAN, Chairman, 
Department of Economics and Social Sci- 
ence, M.I.T. A group of distinguished econ- 
omists presents one of the first general 
appraisals of the United States’ postwar 
economic development. $6.00 


The Cost of Freedom 


A New Look at Capitalism 


By HENRY C. WALLICH, Professor of Eco- 
nomics, Yale University. A modern con- 
servative’s profit and loss statement on a 
free economy spells out the efforts and 
sacrifices we must accept as the cost of 
freedom, resisting beguiling shortcuts to 
economic growth. “Dr. Wallich’s easily 
read new book is superb. No business man 
should miss it.”—Ctarence B. RANDALL. 

To be published September 14. $3.75 


Autocracy 


and Democracy 
An Essay in Experimental Inquiry 


By RALPH K. WHITE and RONALD O. LIPPITT. 
The first appearance in book form of the 
now classic experiments conducted by the 
authors and Kurt Lewin on group reactions 
to types of leadership. Points the way to 
making democracy more effective. To be 
published September 28. $6.00 


At your bookstore or from 


HARPER & BROTHERS, N. Y. 16 
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FOR THE BUSINESS 
EXECUTIVE 


Frank M. Andrews, A sTUDY OF 
COMPANY-SPONSORED FOUNDA- 

( Russell Found. ) 

Frank Armstrong, TRACKING 
( Criterion ) 

Assoc. of Bar of City of N.Y., con- 
FLICT OF 


TIONS Sage 


IDEA 


INTEREST AND FEDERAL 
SERVICE ( Harvard) 

Edward W. Bakke (ed.), UNtIons, 
MANAGEMENT, AND THE PUBLIC 
( Harcourt ) 

Albert M. Barrett, PEOPLE UNDER 
PRESSURE ( Twayne ) 

Francis M. Bator, THE QUESTION OF 

PUBLIC 


WANTS 


GOVERNMENT SPENDING: 


NEEDS AND _ PRIVATE 
( Harper ) 

James M. Black, assiGNMENT MAN- 
AGEMENT: A GUIDE TO EXECUTIVE 
COMMAND ( Prentice ) 

Nathan E. Cohen (ed.), 
VOLUNTEER: HIS RESPONSIBILITY IN 


MODERN society ( Harper ) 


CITIZEN 


Ernest Dale, THE GREAT ORGANIZ- 
ERS: THEORY AND PRACTICE OF 
ORGANIZATION (McGraw ) 

Leon F. Eldot, GeTtING AND HOLD- 
ING YOUR EXECUTIVE POSITION 
( Prentice ) 

Saul W. Gellerman, PEOPLE, PROB- 
LEMS AND 


PROFITS: COMMON 


SENSE PSYCHOLOGY FOR BUSINESS- 
MEN (McGraw ) 

Halbert E. Gulley, piscussion, CON- 
FERENCE, AND 


( Holt ) 


John Harriman, tt’s YOUR BUSINESS 


GROUP PROCESS 


( Houghton ) 

Grimshaw and Hennessey, ORGANI- 
ZATIONAL BEHAVIOR: CASES AND 
READINGS (McGraw ) 

Kugene Ek. Jennings, AN ANATOMY 

OF LEADERSHIP: PRINCES, HEROES, 

\ND SUPERMEN ( Harper ) 
T. Juster, CONSUMER EXPECTA- 

rlONS, PLANS, AND PURCHASES: A 

PROGRESS REPORT (Natl Bur. of 

Econ. Res. ) 

McGregor, THE HUMAN 

( McGraw ) 


MC MURRY S$ 


Douglas 
SIDE OF ENTERPRISE 
Robert N. McMurry, 
MANAGEMENT 
ro $89 
ABOUT PEOPLE 


CLINIC: SOLUTIONS 


MANAGEMENT PROBLEMS 
(S. & S.) 
Elizabeth Marting (ed.), DEVELOP- 
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ING A PRODUCT STRATEGY (Am. 
Man. Ass'n) 

Martin Mayer, WALL STREET: MEN 
AND MONEY (1958 figures; 
Harper ) 

MEETING THE PRODUCTIVITY CHAL- 
LENGE (Am. Man. Ass'n) 

Arthur S. Miller, prRivaATE GOVERN- 
MENT AND THE CONSTITUTION: AN 
OCCASIONAL PAPER ON THE ROLE 
OF THE CORPORATION IN THE FREE 
society (Fund for the Republic) 

George E. Milward (ed.), ORGANIZA- 
TION AND METHODS: A SERVICE TO 
MANAGEMENT (St. Martin’s ) 

Nat'l Bur. of Econ. Research, THE 
QUALITY AND ECONOMIC SIGNIFI- 
CANCE OF ANTICIPATIONS DATA 
( Princeton ) 

Allan Nevins and others, ENERGY 
AND MAN: A SYMPOSIUM ( Intro. 
by Courtney Brown; contributors 

Teller, 


Hoover, = Jr.; 


are Nevins, Dunlop, 
Mason, and 
Appleton ) 

J. C. Penney, view FROM THE NINTH 
DECADE ( Nelson) 

James B. Quinn, EVALUATING RE- 
SEARCH AND DEVELOPMENT: THE 
SEGMENTAL APPROACH (Amos 
Tuck School of Bus. Admin. ) 

William Schack, ant AND ARGYROL: 
THE LIFE AND CAREER OF DR. AL- 

BARNES ( Yoseloff ) 

Robert Shaplen, KREUGER: GENIUS 
AND SWINDLER (Knopf) 

Sumner H. Slichter, impact OF 
UNIONS AND COLLECTIVE BARGAIN- 


BERT C. 


ING ON MANAGEMENT ( Brookings 
Inst. ) 

Morris I. Stein and Shirley J. 
Heinze, CREATIVITY AND THE IN- 
DIVIDUAL: SUMMARIES OF SELECT- 
ED LITERATURE ( Free Pr. ) 

Mildred E. Stone, THE TEACHER 
WHO CHANGED AN INDUSTRY ( Dr. 
S. S. Huebner of Univ. of Pa. 
and life ins.; Irwin) 

Torrence, MANAGE- 
MENTS RIGHT TO MANAGE (Bur. 
of Nat'l Aff. ) 

Henry C. Wallich, sttews OF FREE 


George W. 


ENTERPRISE: A STUDY OF CAPITAL- 
ISM IN TRANSITION ( Harper ) 
Charles M. Wilson, Lets Try 
BARTER: THE ANSWER TO INFLA- 
TION—AND THE TAX COLLECTOR 

( Devin-Adair ) 
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which they are subject, (4) un- 
certainty about the route to a 
place in middle and upper man- 
agement, (5) the task of recog. 
nizing and rewarding differential 
contributions, and (6) the psy. 
chological and moral conflicts of 
the individual executive resulting 
from these. 

Dalton reports on the function 
of the informal clique relations 
within the formal structure of 
authority. Informal action medi- 
ates between unequal abilities 
and skills and rigid authority pat- 
terns. It both promotes and 
stabilizes change. In standard 
sociological terms, it preserves 
the organization.’ This function 
he illustrates by the struggle for 
dominance at Milo between man- 
agers of the production and 
maintenance branches, and be- 
tween the entire Milo unit and 
the central office of the organiza- 
tion over the same issue. It is 
through clique interaction that 
disorder and order eventually 
reach some sort of equilibrium 
necessary to achieve the goals of 
the organization. 

The familiar staff-line struggle 
is demonstrated next: the out-of- 
role staff practices at Milo; the 
typical staff and line stereotypes 
of each other; the internal staff 
problems at Milo, Fruhling, and 
smaller firms; and middle and 
lower line evasion of staff rules 
compared with relative harmony 
at top levels. “Intermeshing staff 
and line,” says Dalton, “is the 
impossible problem of wedding 
change and habit.” (p. 107) 
Typically, he sees it as a series 
of necessary compromises. For 
the staff, the way may be painful, 
“but apparently all creative effort 
arises from some measure of tet- 
sion and conflict.” (p. 108) 

Dalton next focuses on the 
meaning of broad labor agree 
ments in the local plant. Case 
materials of local expediencies 4 
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ll levels of management are sup- 
plied by Milo, Fruhling, and 
Attica. Attica also offers instruc- 
tive examples of internal and 
plant-community compromises 
involving minority groups. By 
means of these compromises, sur- 
face harmony and deference to 
the contract are maintained at 
the same time that the job is 
setting done. Official commit- 
ments demand, concludes Dal- 
ton, that top union and manage- 
leaders 





bear themselves 
like opposed generals, with for- 
mal hostility, although the rank- 
and-file of the two sides may 
fraternize. The negotiated docu- 
ments are ambiguously phrased 
and therefore amenable to the 
variety of local interpretations 
necessary to the perpetuation of 
the organization. 


ment 















In considering the managerial 
career ladder, Dalton draws upon 
the official records and unofficial 
practices and influences at Milo. 
He says in summary: 













“Movement up any organizational lad- 
ler is subject to many influences outside 
individual and official control. Among 
these are (a) the effects of rivalries for 
personal success; (b) the limited number 
t positions; (c) the loose and shifting 
tature of our society, which weakens ex- 
sting formal means of ascent and biases 
personnel against new ones; (d) the un- 






woidable influence of personal feelings in 
iy interacting group; and (e) the clash 
f individual and organizational interests, 
vhich minimizes the official ways of get- 
‘tng up and encourages the unofficial.” 
p. 191) 











Probably the most remarkable 
chapter of Dalton’s study con- 
‘ems official and unofficial re- 
ward. It deals with the problem 
of unofficially rewarding un- 
‘tuctured contributions to the 
ganization as distinct from the 
need to prevent misuse of the 
lm’s materials and_ services. 
Dalton tries to find the line be- 
ween recognized theft and un- 
ithcial use of such company re- 
“Ources as inducements, rewards, 





























and perquisites, and to show 
the ways in which ineptly used 
tacit reward can grow to pilfering 
rights. Milo, Rambeau, and vari- 
ous small firms supply the data 
for such interesting informal roles 
as_ theft-intelligencer, faction- 
broker, and so on. 


“Supplementation may be accompanied 
by abuse to the extent (1) that the reward 
becomes habitual and is unrelated to con- 
tribution; (2) that it is shared by those 
who make no unusual contribution; or 
(3) that it expands and becomes coerced 
theft. The changing line between reward 
and abuse may be difficult to find and 
hold, but nothing can be done until the 
problem is faced... . 

“However, even with revision of the 
sheep-and-goat outlook, the problem must 
mark time until serious students are able 
in many contexts to at least look at (1) 
the elusive nature of organization that re- 
quires unofficial performances; (2) the 
relation of reward to informal services 
given; and (3) the relation of all reward 
to organizational resources, material and 
social.” (pp. 214-15) 


On viewing the individual in 
the organization, Dalton sees him 
caught in a scheme of rational, 
emotional, social, and _ ethical 
claims. Competence in living 
with ambiguity and in mastering 
confusion is necessary to success- 
fully adjust the role and the 
player within the system. “In 
variously compromising its ends, 
the organization forces role oc- 
cupants to assert, but compro- 
mise, their innately human pur- 
poses.” (p. 259) 


In conclusion, Dalton stresses 
the typicality of the firms in his 
study and states his conviction 
that conflict is a natural force in 
organizational affairs. Moreover, 
the extremes of democratic and 
autocratic action clash with bu- 
reaucratic theory in the larger or 
expanding organization. As for 
the bogey of conformity, matur- 
ing societies demand more and 
more of it. Hence, instead of re- 
garding conformity as hypocrisy, 
he sees it as a variety of “protec- 
tive mimicry —a natural decep- 


Help for every cost problem— 


COST HANDBOOK 


Accountants’ 


Edited by ROBERT |. DICKEY, 
University of Illinois 


Now completely revised, 
this widely used Handbook 
supplies expert guidance in 
tackling any phase of cost 
system design, improve- 
ment, or operation. It offers a 
detailed plan of attack for any 
cost problem; brings together 
the techniques, programs, and 
policies proved most useful in 
controlling and reducing costs 
throughout American industry. 
A guide to new developments, 
Handbook shows how cost ac- 
counting is coordinated with key management 
functions; how costs are influenced by legislation, 
government regulations, price changes. Includes 
new and improved methods of record keeping and 
reporting, direct costing, break-even analysis, elec- 
tronic data processing. From the publishers of the 
Accountants’ Handbook, Financial Handbook, 
Production Handbook and other Handbooks for 
business and industry. 


Board of 22 Editors. 
tables; 1,046 pp. 


SECOND 
EDITION 





2nd Ed ,1960. 410 ills., 
$15 


The complete key to— 


Principles of 
ENGINEERING ECONOMY 


EUGENE L. GRANT and W. GRANT IRESON 
—both Stanford University 


Fully up-to-date Fourth Edition of the 
pioneering book in applying mathematical 
analysis to engineering costs. Completely 
revised, it gives the basic principles for making 
hundreds of practical spending decisions such as 
in acquisition and retirement of capital goods, 
choosing between alternative methods of financ- 
ing, and income tax considerations of investment 
proposals. Book devotes special attention to capi- 
tal rationing, analysis of compound interest, op- 
erations research concepts, cash flow, etc. 4th Ed. 
1960. 98 ills., tables; 574 pp. $8 


“Recommended.” 


—Wall Street Journal 


YARDSTICKS for 
INDUSTRIAL RESEARCH 


JAMES BRIAN QUINN, Dartmouth College 


This unique book provides a practical key 
for measuring the contribution of research 


to profits. Based on the first intensive study 
of research evaluation in profit-motivated com- 
panies, it shows how to develop an evaluation sys- 
stem that can guide research into areas offering 
the highest potential profit—establish a fair value 
for a proposed research project—effectively rate 
research personnel—predict cash flows from ex- 
ploitation of fundamental research technology— 
and much more. Many actual case examples are 
included. 1959. 224 pp., 31 ills. 
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tion for safetys sake against 
“The battle 


between impersonal organization 


invisible threats. 
and the personalizing individual 
is old.” (p. 271) And “Those who 
mistake surface conformity in or- 
ganizations for total conformity 
and the death of originality, 
should refocus to concern them- 
selves with the ethics of protec- 
tive coloration among thinking 
animals.” (p. 272) 

Dalton thus follows Barnard 
and Selznick in believing that the 
only resolution of the conflicts be- 
tween the organization’s goal and 
the individual's motive lies in the 
operation of the informal organi- 
zation. Through the use of histori- 
cal parallels, he creates the im- 
that the situation is 
inevitable and unalterable—both 
of them conclusions, however, 
that are refuted by several of the 
studies in the above survey. As an 
example of the much-demanded 
empirical study, this book should 
be well accepted; as a theoretical 
treatise, which it also is, it may be 
disputed. 


pression 


UNDERSTANDING ORGANIZATION- 
AL BEHAVIOR by Chris Argyris 
(Dorsey Press, $6.00) is essen- 
tially a researcher's guidebook. 
(Argyris is Associate Professor of 
Industrial Administration at 
Yale. ) It was undertaken, says the 
author, to organize his own views. 
He stresses that it is only one 
man’s approach, and one that is 
just beginning to evolve. “The 
book therefore is best seen as an 
interim report rather than as a 
final presentation.” 
(p. vii) He does add that it was 


completed, 


also done partly in response to re- 
quests from high-level adminis- 
trators in several fields to describe 
how behavioral scientists conduct 
research in organizations, the re- 
quirements of this research upon 
participants, and the advantages 
accruing from it to the organiza- 


tion. In rough outline, it is a 
methodological example of an 
empirical study—how it is con- 
ducted in the organization, how 
the data are analyzed, the useful- 
ness of the findings to the organi- 
zation, and a general evaluation 
of the method. 


This study of two plants within 
the same corporation makes an 
interesting contrast with Dalton’s 
and serves to accent the unique- 
ness of each. Both studies, of 
course, are primarily exploratory. 
Argyris, on the one hand, is the 


overt researcher methodologi- 


FOR THE ELECTIONS 


Hugh Bone and Daniel Ogden, 
WASHINGTON Po.itics (N.Y.U.) 
A. Campbell, P. E. Converse, W. 
E. Miller, and D. E. Stokes, THE 

AMERICAN VOTER ( Wiley) 
F. M. Carney and H. F. Way, Jr. 
(eds.), 1960 (Wads- 


worth ) 


POLITICS 


John F. Carter, POWER AND PERSUA- 
SION ( Duell) 

Roscoe Drummond 
Coblentz, DUEL AT 
JOHN FOSTER DULLES’ 

POWER 


and Gaston 

THE BRINK: 
COMMAND 

OF AMERICAN ( Double- 
day ) 

John Fenton, iN YOUR OPINION .. . 
(by Gallup Poll Little, 


Brown ) 


ed.: 


Edwin P. Hoyt, yuMBOs AND JACK- 
assES ( Doubleday ) 
Bela Kornitzer, THE 
(Rand McNally ) 
Harold D. Lasswell, psycHopratu- 
OLOGY AND Po.itics ( Viking ) 
Joseph Martin, My FIRST FIFTY 
YEARS IN POLITICS (McGraw ) 
Donald R. Matthews, u.s. SENATORS 
AND THEIR WORLD (U. of N.C.) 
Richard E. Neustadt, PRESIDENTIAL 
POWER (Wiley) 
Richard M. Nixon, THE CHALLENGES 


REAL NIXON 


WE FACE (speeches and papers; 

McGraw ) 
Repub. Com. on Program and 
Progress, DECISIONS FOR A BETTER 


AMERICA (Doubleday ) 
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cally conducting a relatively de. 
fined study, and from the under. 
standing it provides he proceeds 
to construct a diagnostic model 
from which he can deduce cer. 
tain predictions. On the other 
hand, Dalton employs a descrip. 
tive and qualitative approach for 
a more complex situation. To 
some extent, it is also a compara- 
tive approach in that it surveys 
several business organizations, 
Further, Dalton certainly is not 
the overt researcher. (The prob- 
lems involved in incognito re. 
search—incognito, that is, except 
to the top few who consented to 


NATIONAL ISSUES 

Harry S. Ashmore, THE OTHER SIDE 
OF JORDAN: NEGROES OUTSIDE THI 
soutH (Norton) 

Ezra Taft Benson, 
FARM (Doubleday ) 

Troy J. Cauley, PUBLIC FINANCE AND 
THE GENERAL WELFARE ( Merrill 

M. Clawson, B. Held, and C. H 
Stoddard, LAND FOR THE FUTURE 
(Johns Hopkins ) 

Shelden D. Elliott, rnmPROvING ovR 
courts (Oceana ) 

Frank Gibney, THE OPERATORS (Un- 
ethical business practices; Har- 
per ) 

Eli Ginzberg (ed.), THE NATIONS 
CHILDREN (3 vols.; Columbia) 
Jacob K. Javits, piscRIMINATION- 

u.s.A. (Harcourt) 

David D. Lloyd, sPEND AND SUE 

VIVE: A CITIZEN'S GUIDE TO PUBLIC 


FREEDOM TO 


SPENDING (former admin. asst to 
Truman; Bobbs-Merrill ) 

William Michelfelder, rr’s CHEAPE 
TO DIE: DOCTORS, DRUGS AND TH! 
A.M.A. (Braziller ) 

C. Vereker and J. Mayr, URBAN FE 
DEVELOPMENT AND SOCIAL CHANG 
( Lounz ) 

James A. Wechsler, REFLECTIONS Of 
AN ANGRY MIDDLE-AGED EDITO! 
(N.Y. Post ed. on social apathy: 
Random ) 

Don Whitehead, jourNEY ™ 
CRIME (author of The FBI Story: 
Random ) 
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the research plan — are interest- 
ingly discussed in the appendix to 
ven Who Manage. ) 

This is not meant to identify 
the Argyris study as strictly quan- 
titative. It might best be de- 
scribed as semiquantified meth- 
od, influenced strongly by con- 
cepts of pattern and organism. 
‘The first implication is that the research 
strategy in addition to understanding the 
parts should focus on the patterning of all 
the relevant parts as well as the objective 
{the whole. If the properties and the out- 
put of the whole are only revealed in the 
full operation of the whole, then one must 
focus the research to ‘capture’ the whole- 
ness of the unity under study. It is possi- 
ble that a research strategy may fail if it 


INTERNATIONAL 
BUSINESS 


Miriam Camps, THE FREE TRADE 
AREA NEGOTIATIONS ( Princeton ) 

R. E. Caves and R. H. Holton, THE 
CANADIAN ECONOMY: PROSPECT 
\ND RETROSPECT ( Harvard) 

ECONOMIC SURVEY OF AFRICA SINCE 
1950 (United Nations ) 

Harold 


TRACTS, 


Fleming, STATES, CON- 
AND PROGRESS: DYNAMICS 
OF INTERNATIONAL 


Oceana ) 


WEALTH 


1. Gordon-Brown (ed.), THE YEAR 
BOOK AND GUIDE TO EAST AFRICA, 
1960 ep. (Union-Castle Mail SS 
Co., Ltd.) 


'. Hartog, EUROPEAN TRADE CYCLE 
Poticy ( Hillary House) 


H. J. Heiser, BRITISH POLICY WITH 
REGARD TO THE UNIFICATION EF- 
FORTS ON THE EUROPEAN CONTI- 
NENT (Hillary House ) 


TERNATIONAL TAX AGREEMENTS 
(Vol. 8, rev. of 1954 World Guide 
to International Tax Agreements 
and Vol. 9, new agreements as of 
Sept. 1958; United Nations) 

\VESTING AND LICENSING 
TIONS IN 32 LEADING 
(Bus. Internat’1) 


CONDI- 
MARKETS 


Pete , 
eter B. Kenen, GIANT AMONG NA- 


TIONS: PROBLEMS IN UNITED 


assumes a series of ‘part’ studies may be 
eventually added together and will pro- 
vide insight into the whole. The writer 
learned, after a series of failures, that the 
leadership behavior (one part of an or- 
ganization) could not be separated, by 
the subjects, from such parts as the mana- 
gerial controls and the organizational 
structure. In short the part (leadership ) 
could not be studied separately from the 
whole.” (p. 28) 


For this reason, Argyris con- 
ducts his research in an operating 
organization and _ necessarily 
combines variables that are tradi- 
tionally kept in separate levels of 
analysis. 

“Multilevel variable analysis, at this time, 
will tend to be less rigorous. However, a 


STATES FOREIGN ECONOMIC POLICY 
( Harcourt ) 


Jonathan Levin, EXPORT ECONOMIES 
( Harvard ) 


Franklin A. Lindsay, THE GROWTH 
OF SOVIET ECONOMIC POWER AND 
ITS CONSEQUENCES FOR CANADA 
AND THE UNITED STATES ( Nat] 
Planning Ass'n) 

Wil Marcus, U.s. PRIVATE INVEST- 
MENT AND ECONOMIC AID IN UNDER- 
DEVELOPED COUNTRIES ( Public Aff. 
Inst. ) 


J. H. C. Morris, CASES ON PRIVATE 
INTERNATIONAL LAW and 
expanded; Oxford ) 

W. S. Salant and B. N. Vaccara, 


IMPORT LIBERALIZATION AND EM- 
PLOYMENT (Brookings Inst.) 


(rev. 


G. Schwarzenberger, MANUAL OF 
INTERNATIONAL LAW (Praeger) 

Daniel L. Spencer, INDIA, MIXED 
ENTERPRISE AND WESTERN BUSI- 
ness (Internat’] Pub. Serv. ) 


Alexander O. Stanley, ORGANIZING 
FOR INTERNATIONAL OPERATIONS 
(Am. Man. Ass'n ) 


U.S. BUSINESS IN JAPAN: PROBLEMS 
AND OPPORTUNITIES (Bus. Inter- 


nat) 


M. von Neumann Whitman, THE 
UNITED STATES INVESTMENT GUAR- 
ANTY PROGRAM AND PRIVATE FOR- 
EIGN INVESTMENT ( Princeton ) 





plea is made for the respect of the nature 
of organization. Typically the parts that 
comprise it are not ordered according to 
traditional academic departmental lines. 
A different concept of rigor may be re- 
quired. It may be that in these studies one 
is being ‘tough-minded’ when one is able 
to interrelate variables on different levels 
of analyses into a whole rather than to 
separate them into their appropriate 
academic categories of analysis.” (p. 159) 


The basis from which Argyris 
infers his research strategy is, of 
course, his concept of the social 
organization. He believes that the 
student of social systems faces 
many of the same problems as 
does the student of biological sys- 
tems. He maintains that the so- 
cial organization is a living or- 
ganization insofar as it is a 
cyclical process of maintenance 
and development underlaid by 
directive activity (directive, that 
is, since it differs from mere order 
in being relative to an end—not 
directive in a vitalistic or teleo- 
logical sense ). 


This particular theme, a some- 
what extended biological anal- 
ogy, is doubtless enlarged upon 
by Argyris by way of explaining 
the behavioral scientist’s orienta- 
tion to those for whom the term is 
new and confusing. So far as the 
study itself is concerned—includ- 
ing the necessity of concentrating 
on the whole—no such elaborate 
theoretical underpinning is re- 
quired. 


This predilection for the bio- 
logical metaphor is a welcome 
change from the formerly preva- 
lent mechanical analogies in con- 
nection with organizations of 
human beings. (Business, of 
course, has an older precedent 
for this than the rest of the social 
sciences in the legal fiction of the 
corporation as a person.) How- 
ever, the concept of stability 
referred to lately in terms of 
homeostasis is strangely reminis- 
cent of the classic social science 
view that the purpose of social 
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organization is the maintenance 
of social order and that the pre- 
vailing tendency within any so- 
cial system is for the conservation 
of the status quo. 

Although much of the applica- 
tion of the biological metaphor 
in economic and management lit- 
erature seems to be sufficiently 
sophisticated, a few writers from 
time to time cannot resist the lure 
of a fairly ridiculous reduction- 
ism, or explanation of higher- 
order systems in terms of 
lower-order phenomena. 

This application of biological 
analogies to business was the 
subject of an article entitled “Re- 
cent Theories of the Behavior of 
Business Firms” by Lee S. Burns 
(in University of Washington 
Business Review, October, 1959, 
p. 30, later digested in Execu- 
tive), which also contains quali- 
fying remarks on the use of these 
analogies.° 
5 We do not mean to quibble, but Burns’s use 
of “physical sciences” to cite the source of these 
analogies is confusing. Since viability, by his 
description, derives from biological evolution and 


homeostasis from physiology, surely “biological 
sciences”’ would be a better choice of terms. 


SCIENCE AND THE 


MILITARY 


Georges Beau, SPRINGTIME OF THE 
STARS (new theory in cosmology; 
Criterion ) 

Martin Caidin, 
( Dutton ) 


PROJECT MERCURY 

Com. James Calvert, U.S.N., stanp 
BY TO SURFACE (Arctic cruises of 
U.S.S. Skate; McGraw) 

E. P. Cronkite, M.D. and V. P. 
Bond, M.D., RADIATION INJURY IN 
MAN (C. C. Thomas ) 

Loren Eiseley, THE FIRMAMENT OF 
riMe (science phil. by famous 
anthropologist; Atheneum ) 
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Burns makes a useful distinc- 
tion between the kind of short- 
term adjustment for continued 
stability implied in homeostasis 
and the long-term adaptation to 
environment necessary for via- 
bility. The limitations of these 
metaphors, however, become ap- 
parent. For example, in discuss- 
ing viability or the survival of the 
firm within its environment, there 
seems to be some confusion as to 
whether environment refers to 
the market, the business com- 
munity, or the whole social sys- 
tem. In this respect Neil Cham- 
berlain, as reported by Burns, 
seems to have a clearer grasp of 
the concept than those who view 
the firm as a hapless creature that 
may or may not be “selected” by 
its “environment.” (In the first 
place, the process of natural se- 
lection in biology applies to 
species or populations, not indi- 
viduals. This in itself breeds am- 
biguity in the use of the analogy 
here. ) Chamberlain sees that the 
firm is not only a social system 
being affected by the environ- 
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ment, but is also a part of that en. 
vironment. The situation is one of 
interaction, not unilateral action, 


In like fashion, the use of ap. 
alogies such as uncertainty (this 
one from the physical sciences) 
and homeostasis are evidently en. 
lightening so long as they are 
acknowledged to be tools for new 
perspectives. But when they are 
elaborated beyond any logical 
applicability, those who are re. 
sponsible for such constructions 
must realize they are indulging 
in art and not analysis. 


To return to our general com- 
parison of Argyris’ study with 
Dalton’s, there is the point of the 
involvement of the researcher. 
The parallel to the remarks by 
Kluckhohn on the role of the ob- 
server in anthropological field 
work is fairly striking in Argyris 
statement that “One way for the 
researcher to become ‘objective 
is to become as fully aware as is 
possible of his subjectivity and 
‘measure the impact his subjec- 
tivity is having upon the situation 
he is studying.” (p. 33) Later, 
he adds that “the research tech- 
niques used should not only be 
influenced by a theory but they 
should be a highly personal deci- 
sion related to how the researcher 
feels he can maximize his role.’ 
(p. 62) Dalton, by contrast, be 
comes more immersed in the cul- 
ture that he is observing and sees 
more of the interrelation between 
the organization and its com- 
munity. (Argyris, however, 
studies both worker and manage- 
ment; Dalton mainly restricts his 
observation to managers. ) 

One more comparison can be 
made here. Dalton inductively 
uses his observed data to estab- 
lish some pattern of relationships 
between the individual and the 
organization. That is, he arrives 
at his conviction of the natural 
function of the informal organr 
zation from his data. Argy™ 
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starts with a theoretical concep- 
tion of such interrelationship. He 
then uses this theory to help him 
formulate his questions as he ap- 
proaches his subject. The results 
of the study are seen as an elabo- 
ration of the general theory and 
as a particular instance of it. 
From them he fashions a diagnos- 
tic tool or model, by means of 
which he predicts future be- 
havior. 

There seems to be little differ- 
ence between the concepts of the 
two studies regarding organiza- 
tional behavior in general. On 
the mutual maximization of indi- 
vidual and organization goals, 
Argyris says: 

“Organizations are grand strategies indi- 
viduals create to achieve objectives that 


... The strat- 
egy ... leads to a pyramid-shaped, formal 


require the effort of many. 
organization . If this formal strategy 
works as it is intended, then the analysis 
could end here. Unfortunately, the formal 
organizational strategy hits some snags— 
the primary one being the individual 
Mutual adaptations take 
place where the organization modifies the 


human being 


individual’s personality and the individ- 
ual, through the informal activities, modi- 
fies the formal organization. These modi- 
fications become part of the organization.” 
p. 24) 

He adds the proposition that 
“The theoretical framework pre- 
dicts that as the degree of con- 
gruency increases between the 
individual's needs and the organi- 
zational demands, the need for 
the informal activities will tend 
to decrease and as the degree of 
congruency decreases the need 
for the 
tend to increase.” 


activities will 
(p. 20) 


The subject of Argyris’ study is 


informal 


Plant X, which is shown—through 
the data analysis—to be composed 
of two relatively homogeneous 
groups of workers (one low- 
skilled and one high-skilled), a 
passive foreman group recruited 
from the ranks, and a pressured 
plant management. There is a 


stable informal culture among 
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the workers sanctioned by man- 
agement. (This culture reflects 
the adaptation of the workers to 
the technology of their sub- 
system; they are in general apa- 
thetic and alienated because of 
the routinization and lack of chal- 
lenge of the work. In their words, 
they want to be left alone to make 
a day's pay; they do not want 
anyone to pressure them, to try to 
involve them in management's 
problems, or to try to make 
trouble. ) This view is sanctioned 
by management—that is, manage- 
ment respects their desire to be 
and their informal 
means of distributing jobs equi- 


left alone 


tably among themselves with the 
cooperation of the foreman—be- 
cause they turn out the work and 
make no trouble (low grievance 
rate and _ absenteeism, little 
scrap ). 

The problem area, as might be 
expected, is the foreman group. 
Its passivity is a direct result of 
the informal culture of the work- 
ers, from whose ranks the fore- 
men have come up. According to 
the norms of that culture, the 
successful foreman is one who 
keeps everyone busy with work 
that guarantees a fair take-home 
distributes the easy and 
tough jobs fairly, and—princi- 
pally—leaves the workers alone as 
much as possible. As a result, the 
from the 
workers point of view is unsatis- 


pay, 


successful foreman 
factory (unaggressive and reluc- 
tant to take responsibility ) from 
the standpoint of management. 
Management retaliates with pres- 
sure and checking (through di- 
rect visits with the workers, inter- 
preted as undercutting by the 
foremen ). 


At this point in the analysis, a 
new factor was injected. As a re- 
sult of a general cost-cutting pro- 
gram for the whole corporation, 
a budget system was to be set up 
that would scuttle the informal 


1960 


mechanism for distributing jobs 
fairly. 

On the basis of the above anal. 
ysis, Argyris constructed a diag. 
nostic model. He schematized the 
social system of the plant in order 
to “help in deepening the under. 
standing of the organization.” (p, 
119) It could also help in making 
valid predictions about future 
changes. 

Argyris then turned from his 
model to find a plant whose so- 
cial system until recently had 
been similar to that of Plant X 
and that was presently experi- 
encing a tightening-up process 
through increased use of new 
managerial controls. A second 
plant (Plant Y) within the same 
organization seemed an obvious 
answer. The model was then vali- 
dated for Plant Y. Argyris was 
therefore able to hypothesize and 
verify the variations in behavior 
between the two plants. ( PlantY, 
incidentally, had originally been 
described by top management as 
less “healthy” than Plant X. 
From this, it was possible to infer 
that the impact of the new budget 
plan at Plant X would produce 
many of the same effects that 
controls had _ brought 
about at Plant Y, or conversely, 
that the controls instituted at 
Plant Y had produced the ob- 
served variations in behavior be- 
tween the two plants. In general. 
Argyris found greater tension, 
conflict, and frustration at Plant 
Y than at Plant X. The workers at 
Plant Y reacted by absorbing 
some of the pressure, by a higher 
degree of absenteeism, desire fot 
unionization, hostility to plant 
(not expressed 
openly, however ), and a decreas 
in the quality of their work. This 
pattern could be expected @ 
Plant X when the budget pla 
went into effect. 


similar 


management 


The social system as schem* 
tized for Plant X illustrated 4 
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feedback pattern of passive fore- 
man leadership to dissatisfied 
management to pressure and 
checking by management to dis- 
satisfied foremen to foremen de- 
mands for more job benefits to 
reinforced management dissatis- 
faction. This apparently closed 


system was illuminated some- 


what on learning later in the 
study when it was explained that 
plant managers themselves did 
not feel free to speak as they 
pleased or to openly explore 


problems in front of top manage- 
ment. When all this was pointed 
out to the latter by Argyris, the 
president suggested that “it might 
be valuable if a study were con- 
ducted of the top-management 


BOOKS RECEIVED 


Argyris, Chris. Understanding Or- 
ganizational Behavior. The Dor- 
sey Press, Inc., Homewood, IIl., 
1960. $6.00. 

Black, George. Listen, Mr. Presi- 
dent. Chilton Company, Philadel- 
phia, 1960. $5.00. 

Braithwaite, R. B. Scientific Ex- 
planation. Harper Torchbooks, 
New York, 1960. $1.85. 

Davidson, William R., and Brown, 
Paul L. Retailing Management. 
(2d ed.) The Ronald Press Com- 
pany, New York, N.Y., 1960. 
$8.00. 

Firestone, John M. Federal Receipts 
and Expenditures during Busi- 
ness Cycles, 1879-1958. Princeton 
University Press, Princeton, N.]., 
1960. $4.00. 

Franck, Peter G. Afghanistan: Be- 
tween East and West. Washing- 
ton, National Planning Associ- 
ation, 1960. $2.00. 

Gillam, Cornelius W. Products Lia- 
bility in the Automobile Industry. 
University of Minnesota Press, 
Minneapolis, Minn., 1960. $4.75. 

Goetz, B. E., and Klein, F. R. 
Accounting in Action: Its Mean- 
ing for Management. Boston, 

Houghton Mifflin Company, 

1960. $7.50. 


104 BUSINESS HORIZONS — FALL, 


group. The researcher agreed.” 
(p. 171) 


While more detached in tone, 
Argyris is as perceptive an ob- 
server as Dalton. And the success 
of the method in both cases seems 
directly related to this quality. In 
concluding his study, Argyris 
remarks that he has focused on 
the organization as a whole but 
has asked little about its environ- 

aan DA 

ment. nl 

“The omission of the environment does 
not imply that organizations are relatively 
closed systems unaffected by their en- 
vironments. Nothing could be further 
from the truth. Organizations are open 
systems continually influencing and being 
influenced by the environment. The lack 
of discussion of this crucial area is due to 
the writer’s limitations. He finds it difficult 
enough to study organizations as a whole, 


Jordan, David F., and Dougall, 
Herbert E. Investments. Prentice- 


Hall, New York, 1960. 
$10.60. 

Knight, Robert. Industrial Relations 
in the San Francisco Bay Area: 
1900-1918. University of Cali- 
fornia Press, Berkeley and Los 
Angeles, 1960, $6.50. 

Arthur O. The Great 
Chain of Being. Harper Torch- 
books, New York, 1960. $1.85. 

McFadden, J. A., and Tuska, C. D. 
Accounting and Tax Aspects of 
Patents and Research. D. Van 
Nostrand Company, Inc., New 
York, 1960. $7.50. 

McNaughton, Wayne L. Introduc- 
tion to Business Enterprise. John 
Wiley & Sons, Inc., New York, 
1960. $6.25. 

Martin, David Dale. Mergers and 
the Clayton Act. University of 
California Press, Berkeley and 
Los Angeles, 1959. $6.00. 

Massie, Joseph L. Blazer and Ash- 
land Oil: A Study in Manage- 
ment. University of Kentucky 
Press, Lexington, Ky., 1960. $5.00. 

Mayer, J. P. Alexis De Tocqueville. 
Harper Torchbooks, New York, 
1960. $1.35. 

Austin, ed. The 

nomic Consequences of the Size 


Inc., 


Lovejoy, 


Robinson, Eco- 


1960 


no less to focus with equal rigor upon th 
organization-environment problems. It 
acknowledged, however, that a comple: 
organizational theory will require that th 
organizational and environmental studi« 
be integrated.” (p. 163) 


THUs THE search for appropriate 
techniques for handling prob. 
lems of organized complexit 
goes on. And as biologists gain 
hope from the recent discoverie 
of pna and its properties,® so in 
the social sciences — or the be 
havioral sciences — some such 
breakthrough for isolating sig. 
nificant configurations may le 
imminent. 


6 We would like to recommend the recent 
series of articles on the natural sciences appeu- 
ing in Fortune. We refer here especially to th 
one on biology in the June, 1960 issue. 
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